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This is probably the first time that the attention of a repre- 
sentative body of American accountants has been directed to the 
consideration of professional ethics. The importance of the sub- 
ject and the value of its thoughtful consideration are sufficiently 
evidenced by the decision of the Committee in assigning it so 
important a position upon the programme of this annual meeting. 
Despite the fact, and even in a sense because so little has been 
said or written by accountants upon professional ethics, the sub- 
ject is one by no means free from difficulties. Phillips Brooks 
ence said that he preached the best sermon of his life one day 
when at four years of age he climbed upon a chair, which for the 
moment he converted into an imaginary pulpit, and declaimed to 
his small audience in the playroom these four words: “ All men 
be good.” All that can be said upon the subject of professional 
ethics is wholly comprised in the youngster’s sermon. Everyone 
will agree, for his neighbor at least, that to be good is all that 
is required. 

However, abstract principles must be incorporated into daily 
conduct and it is in the process of doing this that we so often 
become involved in uncertainty and sometimes pursue a course 
which when viewed in the clear light of justice is at least regret- 
table, if not reprehensible. We all acknowledge that stealing is 
wrong, and if we saw one man purloining another man’s watch 
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we would at once call a policeman. In such a case our mind acts 
promptly and surely. Through long centuries we have been 
slowly taught to respect the rights of property, and we are long 
past the point where we would stand aside and allow a strong man 
by mere brute force to take to himself that which belonged to his 
neighbor. We have not yet, however, fully developed our moral 
faculties to the point where it is always easy for us to distinguish 
those finer lines of right and wrong and to determine the proper 
course in affairs involving not physical property but rather those 
higher rights and privileges which are oftentimes more valued 
and much more easily destroyed or taken away than houses or 
lands, silver or gold. 

Abstract right and wrong are of course immutable. Human 
standards of determining what is right and what is wrong in all 
their varied shades and meanings are by no means so fixed. 
Morals are very largely a question of education and development. 
A look backward reveals many practices formerly considered 
harmless, if not wholly commendable, which are now generally 
accepted as wrong in principle. The duel, slavery and the lottery 
are examples which prove clearly that our conception of moral 
principles is at least changing, and, as an optimist, I believe for 
the better. In the same way, it is almost certain that we to-day, 
without any scruples whatever, indulge in practices which in our 
later years we may forsake or view with aversion. 

It must then be acknowledged at the outset that we cannot 
now establish standards which even we would be willing to accept 
without amendment a quarter of a century hence. It may be 
possible, however, through a full and frank discussion, to estab- 
lish certain minimum standards below which by common consent 
we should not go. Further than this I venture to express the 
hope that at some points we may indicate more advanced posi- 
tions which, if not immediately attainable, are to be commended 
as ends to which we should aspire and which we should adopt 
as rapidly as our perception of moral principles may develop. 

We should also clearly recognize the fact that the word “ pro- 
fessional,” when used in conjunction with the term “ ethics,” does 
not imply any modification or even a limitation of moral principle. 
It should be unnecessary to call attention to what seems so 
obvious, but I am not at all sure that there does not exist, in the 
minds of some of the members of the older professions at least, 
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a notion that so long as they can conform their actions to the 
letter of a specified code they are doing all that is to be rightfully 
expected of them. Not only do they content themselves with 
low standards, but instances are known where they have used a 
code of ethics in such a way as to excuse, or attempt to justify, 
a course of action harmful to the proper interests of others. 

Let us then first of all divest ourselves of the thought that 
any code or system of professional ethics for accountancy can, 
or in any manner should, supersede or modify those fundamental 
principles of right and wrong which, existing from the beginning 
of time, were formulated and given definite expression in the 
decalogue and developed through all the struggles of the centuries 
since. As members of a common profession, engaged in similar 
lines of duties and sustaining relations to the public at large, to 
our clients and among ourselves, of a character at once intimate, 
delicate, and at the same time of grave responsibility and to some 
extent peculiar to our vocation, we can with mutual profit investi- 
gate the application of these fundamental moral principles to the 
particular circumstances and events with which we most fre- 
quently come in contact. 

The older professions of law and medicine have made con- 
siderable progress in the development of systems of professional 
ethics. The Bar Associations of eleven states, beginning with 
Alabama, in 1887, have adopted codes of ethics, while in several 
other states canons dealing with the subject are included in the 
civil code. In still other states the Bar Associations have 
appointed committees to draft codes which will be reported to 
the respective associations at their meetings next summer. The 
matter is also under consideration by the American Bar Associ- 
ation. At the annual meeting of that body on August 27, 1907, 
a committee which had been appointed at a previous meeting 
brought in a comprehensive and most interesting report review- 
ing what has been accomplished in the different states, and urging 
the continuance of the committee under instructions to prepare 
a code of ethics to be presented to the members of the association 
with a view to taking final action thereon at the annual meeting 
to be held during the summer of 1908. 

In medicine we find also a definite effort to deal in concrete 
form with the subject of professional ethics. The “ Principles 
of Medical Ethics” was adopted May 7, 1903, by the American 
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Medical Association. This little book defines the proper course to 
be taken by a physician or surgeon under circumstances that are 
of any frequent occurrence. 

To the same end the American Institute of Electrical Engi- 
neers has a committee at work which has very recently distributed 
to the members of the Institute for their suggestion and criticism 
a draft code of ethics. 

Accountancy is a young profession which can learn much 
from these older-ones. It is less trammeled by traditions which, 
while of undoubted value in lending dignity and maintaining a 
wise conservatism, too often are used as a brake upon the wheels 
of progress. It thus has an opportunity to set up for itself 
standards worthy of emulation. We are debtors to the older 
professions, being heir to the good they have accomplished, but 
we in turn should add to what we have received and transmit it 
in turn to our successors. It is a profound truth that the work 
of those who have gone before cannot be made perfect without 
us, and it should be said of accountants as it was sung of the 
Greek Gods: “ Their thoughts are wise, their dispensations just.” 
As the practice of accountancy becomes more generally regulated 
by state legislation, there should and I believe will be a tendency to 
inquire more carefully into the moral qualifications of those who 
enter the profession. Some attempts are now being made along 
this line in the states having C. P. A. laws, and it is unlikely that 
one who had been convicted of a penal offense, or was generally 
known to possess a bad character, could receive such a certificate. 
It is doubtful, however, if this matter receives the attention it 
deserves, and it seems certain that more careful investigation will 
be the rule of the future. 

The thought of a profession, whether that of accountancy or 
any other, implies the idea of personal services, and a personal 
relationship differing in nature from that arising out of ordinary 
commercial transactions. In every professional engagement we 
should recognize an implied contract, under which we agree to act 
for our client and to guard his interests as prudence and justice 
would dictate that we should guard our own under the same cir- 
cumstances. A business man must not misrepresent the quality of 
his goods or take an unfair advantage of his customer’s ignorance. 
Here, however, his obligation ceases. A piano dealer, for instance, 
is not required to investigate the affairs of a prospective customer 
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in such a way as to make it a matter of conscience to advise that 
customer to refrain from buying a piano and purchase an auto- 
mobile instead. The piano dealer is in business to sell pianos, 
and under all ordinary circumstances is fully justified in selling 
pianos to anyone able to pay. It is apparent to the most super- 
ficial observer that this is not the measure of a professional man’s 
responsibility. He is not justified in imposing his services upon 
a client to the extent to which the latter may be willing to pay, 
in fact it frequently happens to every professional man that he 
must advise his client against employment of his professional 
services, even though the client be ready and eager to avail him- 
self of them. Advice of this kind may deprive a practitioner of 
an immediate benefit; but unless he does give such advice when 
the occasion arises, he is unworthy the name of a professional 
man. 

Every profession has three phases or points of contact involv- 
ing ethical considerations. It may be interesting to discuss the 
application of professional ethics to these three relations sustained 
by every public accountant. These are: First, his relation to 
his client; second, his relation to the general public; and third, 
his relation to his fellow accountants. It is of course impossible 
to separate entirely the duties arising under these different heads, 
the third especially involving many things that have a direct bear- 
ing upon the other two. Without undue insistence upon finding 
distinctions where none exist let us consider separately the appli- 
cation of the general principles of ethics to these three phases. 


THE DuTIES AND RESPONSIBILITIES OF A PuBLic ACCOUNTANT 
IN RELATION TO HIS CLIENTS. 


The first suggestion I would make in this connection is that 
we should guard with jealous care the confidences arising out 
of our professional relations. If we are to stand well as pro- 
fessional men our clients must be absolutely assured that they can 
disclose to us with the utmost freedom their most intimate affairs. 
They must feel sure that we will not indulge in idle curiosity 
that we may know about things which do not pertain to the proper 
conduct of the special matter at issue, and that our lips will 
always be sealed to the discussion of their affairs, either in the 
way of idle gossip or secret transmission to those who cannot 
in candor look to us for information. 


401 


2 
a 
be 
| 
| 
\ 


The Journal of Accountancy. 


We should also hold ourselves to absolute fidelity in respect 
to the services we render. We are never justified in treating any 
subject, no matter how apparently insignificant and trivial, as 
unworthy of our careful thought. No greater mistake can be 
made, especially by a young accountant, than to feel that a cer- 
tain duty of small importance can be dismissed in the speediest 
possible manner. Success in any walk of life depends mostly 
upon doing small things better than other people do them. The 
day of success, or what the public considers the day of success, 
usually brings with it duties that are generally recognized as of 
large proportions, but the ability to reckon with these larger duties 
is always the ability that has been acquired through long previous 
practice in doing little things so well that they have compelled 
the admiration and confidence of those who have directly or 
indirectly been the means of finally bringing a wider recognition. 
Every engagement demands the best talent and the most careful 
application of which we are capable. This is what a client pays 
for; this he has a right to expect, and if he does not receive it, 
while he may be the immediate loser, in the long run we lose far 
more than he does. We lose by a single stroke, perhaps, the con- 
fidence of that man which we may have been years in obtaining. 
We turn his friendship into indifference, if not hostility, and 
what is still worse we lose a certain measure of our own self- 
respect, and blunt those finer sensibilities, the development of 
which should be the constant aim of every true man. 

The third duty. toward the client which I would suggest is 
courage. If our client is in the wrong, it is certainly our duty 
to disclose to him his false position. He may be determined upon 
a course of action which we do not approve and from which it 
oftentimes becomes our duty to dissuade him. In an active 
practice matters are constantly arising which involve differences 
of view that are sometimes of a serious nature, and under these 
circumstances it is likely to become our duty, and it may be a very 
unpleasant duty, to endeavor to guide our client into lines con- 
sistent with sound principles of right. 

The last point which I wish to emphasize in this connection 
is tact. Without this a man’s usefulness is seriously impaired. 
No matter how great may be our natural ability, it is a duty which 
we owe to our clients as well as to ourselves to cultivate this 
gracious quality. The importance of tact should be remembered 
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not only by ourselves, but should be impressed to the utmost upon 
the members of our staffs. Accountants and their assistants are 
brought into contact with people occupying a wide variety of 
positions, and in a manner which oftentimes readily lends itself 
to situations productive of irritation and general ill will. Even 
the office boy of our client is a human being, with human sensi- 
bilities and feelings, entitled to our respect and consideration. 
It is to be feared that sometimes accountants, and their assistants 
as well, imbibe the notion that they are in some way a superior 
order of beings and that the cashier, bookkeeper, or clerk they 
find in a client’s office is upon an altogether lower plane, that he 
is a fair subject for criticism, no matter how unnecessary, and 
they too often conceive it to be their privilege to ridicule his 
methods and point out his limitations in a manner certain to do 
violence to his feelings. Such a policy is narrow and short- 
sighted. From a purely selfish standpoint it defeats the very 
object at which it aims, and aside from any higher consideration, 
it is exceedingly poor business policy. The man behind the desk 
has his rights and is usually not slow in trying to maintain them. 
If we fail in our consideration of him, he is not likely to go out 
of his way to further our interests; and as he has many oppor- 
tunities of dropping a word into the ear of his employer or 
superior officer, we need not be surprised if he takes advantage 
of such occasions to exhibit the wounds we have inflicted. Some- 
times such men are suspicious and unreasonable and are keen to 
find mistakes in what we do and to take offense where none is 
meant. This fact should not alter our determination to approach 
every man in a spirit of conciliation and good will. If this is true 
of our ordinary intercourse with clients and their employees, how 
much more important does it become upon those difficult occasions 
when serious error or fraud is encountered. At such times we 
may have lots of courage, but if we do not have tact we may be 
utterly shut out from obtaining the confidence of those whose 
assistance is needed to secure the ends we are rightly seeking. At 
a time when we need cooperation we may find indifference or 
opposition as the result of some thoughtless remark, or a manner- 
ism that has been resented. The achievements of peace are won 
by tact, and in no walk of life is its usefulness more apparent than 
in our own. 
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THE ACCOUNTANT’S RELATION TO THE PUBLIC. 

In many instances the accountant’s real client is the public. 
For example, an accountant is appointed auditor of a company, 
the appointment being made solely by the board of directors who 
are the owners of a majority of the stock. It is only human 
nature that the accountant should desire to retain the good will 
of these directors, but he has a duty toward the minority stock- 
holders not represented on the board, and this requires that he 
shall guard their interests as zealously as he does those of the 
majority. He cannot certify to the correctness of a set of 
accounts which are misleading or which suppress material facts. 
It may be that the directors are overstating the profits in order to 
declare large dividends to themselves and advance the price 
of the stock with a view to unloading their holdings; or 
on the other hand they may be reversing the process and by 
reason of unwarranted charges, reducing the net profits and 
consequently the market price of the company’s securities all for 
the purpose of enhancing their personal interests to the detri- 
ment of minority stockholders. A _ situation of this kind is 
embarrassing, and it requires no little skill and tact. 

Directors are clothed with a large measure of discretionary 
power, and an auditor does well to be very sure of his ground 
before setting up his own opinion if it is contrary to that of a 
number of men, all of whom as directors may be presumed to 
be as interested in the welfare of the company as is the auditor, 
and who, it also may be presumed, are at least equally familiar 
with the particular business in question. If he is clearly con- 
vinced that a wrong is being intentionally perpetrated, there is 
of course no middle ground for him to occupy. If, on the other 
hand, the difference of opinion between the auditor and the 
directors is one of business judgment, he should concede the 
integrity of purpose of the directors. If he is dissatisfied with 
their conclusions he can state his own opinion in his report. If 
he issues a certificate to the accounts, it is his duty to qualify the 
certificate in such a way as to give expression to his best judg- 
ment. This, however, should always be done in plain language 
and not be a refined juggling of words. An auditor needs to 
exercise a wise discretion in dealing with all such cases. If too 
complacent he may be an abettor of wrong. If he goes to the 
other extreme and becomes aggressive and unnecessarily officious, 
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he may precipitate a crisis and jeopardize the property of those 
whose interests he intended to serve. 

For the time being at least, mergers and consolidations are not 
of such frequent occurrence as to make this branch of work as 
important a part of an accountant’s practice as it was some eight 
or ten years ago. Examinations of the accounts of properties, 
with a view to a transfer of ownership either in a combination with 
other similar properties, or by the formation of a company whose 
stock and securities are to be issued in part to the old owners and 
in part to the general public, are still, however, a factor in 
accountancy work. In no other position does an accountant find 
himself in greater need of that judicial temperament which, while 
dealing with the questions immediately at hand, keeps constantly 
before it the rights of the unknown, perhaps obscure individual 
who, at a future time, will be influenced by what the accountant 
says now. When an intending investor comes to consider the 
subject of exchanging his good money for stocks or bonds shortly 
to be issued, he is entitled to a clear presentation of the facts. All 
honest men make mistakes and no matter how careful an account- 
ant may be in his efforts to ascertain the full, fair truth in respect 
to a business, he may be misled or fail rightly to interpret signifi- 
cant facts. Nevertheless it is certainly his duty to exercise all his 
talents to that end. It is also his duty, when having satisfied him- 
self as to the facts in question, to render his report or certificate 
im language that will convey to the ordinary mind as nearly as 
may be done his exact opinion as to those facts. In all these 
matters the accountant’s position is that of absolute impartiality. 

In order that he may assume this impartial attitude, it is per- 
haps unnecessary to observe that he should not in any way be an 
interested party. If his fee is contingent upon the successful 
flotation of an issue of securities, or upon the completion of a 
proposed consolidation, it will not be strange if he is desirous to 
see the transaction consummated. In cases of this-character the 
magnitude of the amounts involved renders it imperative that the 
accountant should allow nothing to befog his vision, and it is in 
just such matters that the temptation to yield to the lure of con- 
tingent gain is especially strong. The subject of contingent fees 
is one that still agitates our brethren of the bar, and while under 
some circumstances it is conceded to be within the limits of pro- 
fessional conduct for a lawyer to accept a case under a contingent 
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arrangement as to fee, it is, I believe, nevertheless true that as a 
practice this course is one that is generally frowned upon. It is 
probable that accountants are less frequently requested to enter 
into an arrangement of this kind, but still the subject is of suffi- 
cient importance to merit a moment’s thought. A given set of 
conditions may make the acceptance of a contingent fee per- 
missible. Another set of circumstances may make the acceptance 
of such a fee entirely improper. 

While contingent fees under certain conditions may be per- 
missible, our conduct in respect to such matters should be circum- 
spect. It may be stated as a safe rule to follow that a contingent 
fee should never be agreed to in any case where it will in the 
slightest degree place the personal interests of the accountant in 
conflict with those of his clients, or with those of the public. In 
any case where the interests of present or prospective investors 
are to be considered an accountant should keep his mind scrupu- 
lously clear of any taint of self-interest. “ No man can serve two 
masters.” The scales of justice are so delicate that he who would 
use them correctly must have a hand free from any tremor arising 
from personal hopes or ambitions. A logical conclusion of the 
thought just expressed is that an accountant should not allow 
himself to speculate in any securities a knowledge of which comes 
to him professionally. He has the same right that any other man 
has to go into the market and invest his money on the same plane 
with the general public. If an accountant declines to go into 
underwriting syndicates or accept special opportunities to acquire 
securities in respect to which he has been engaged in his pro- 
fessional capacity, if, in short, in all his investments he rigidly 
adheres to the rule of making them from among the securities 
open to the general public, and upon the same terms they are 
offered to it, he will find that his clients will entertain for him a 
higher measure of respect and that in the long run he is more 
likely to meet with success by refraining from such temporary 
advantages as “ ground floor opportunities.” 


THE ACCOUNTANT’S RELATION TO HIS PROFESSIONAL BRETHREN. 

Self-interest plays a more important part in directing the aver- 
age man into right courses of conduct toward his clients and 
toward the public in general than it does in enabling him to main- 
tain the same standards in his intercourse, direct and indirect, 
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with his fellow accountants. In his former relations honesty is 
quite obviously the best policy. A breach of ethics may cause a 
man to lose a valued client. A reputation in the community for 
sharp practice-or unfair methods is quite as detrimental to success 
as a reputation for lack of ability. The good will of our clients 
has a direct bearing upon our bank accounts, while our reputation 
with the public has much to do with the increase of our roll of 
clients. But these considerations are less apt to prevail in our 
relations with our professional brethren. Our income is affected 
in a much less direct manner by the opinion of our associates. It 
is perhaps partly because of this fact that a man is more likely to 
reveal, in matters relating to his contact with other accountants, 
the baser elements of his nature. With his client the accountant 
may be ready to “bend the supple knee that thrift may follow 
fawning.” With his brother accountant no such feeling exists, 
and he is much more ready to allow his meannesses to appear in 
their naked ugliness. A lawyer’s real opinion of another lawyer, 
or that of one physician concerning another, is usually a much 
more accurate judgment of the man’s character and ability than 
is indicated by the reputation which he bears in the community at 
large. It may be that the opinion of the public and that of those 
who know the man from the inside, as it were, will coincide. This 
is likely to be the case in men of good ability and fine character, 
but the sham and the trickster are likely to be weighed and labeled 
by their professional brethren long before their real character is 
discovered by outsiders. 

Under ordinary circumstances regard for the good name of 
his profession seals the lips of the professional man about matters 
concerning others in his own profession. The physician con- 
siders it quite unethical to pass harsh judgment upon his brother 
physician, except under the most urgent conditions. As account- 
ants endeavoring to build up professional ideals, we should feel 
that the good name of our profession requires us to avoid all 
needless reference to the weaknesses or imperfections of other 
accountants. It may fairly be stated as a prime duty of every 
professional man toward his associates to look for the good that 
is to be found in every man, to magnify all that is to be com- 
mended, and to avoid unnecessary reference to those things which 
will tend, if known, to lower the public’s estimate of the pro- 
fession at large. This is by no means saying that the guilty 
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should be spared. If it falls within the line of our duty to expose 
and to aid in the punishment of an accountant who has dis- 
credited his profession, we should be just as unsparing in this 
work as we would be in the case of a man where no professional 
ties exist. A judge may be called upon to sentence his best friend 
to a term of imprisonment, but he has no right to gossip about 
his friend’s fault when he is off the bench and his friend is absent. 

To a truly chivalrous accountant the fact of his comparative 
independence of his professional brother’s good or ill esteem, 
owing to the latter’s inability to defend himself at the bar of public 
opinion, is but an added incentive to merit the hearty good will of 
his fellow practitioners. No finer tribute, and in the long run 
none more worth having, can be earned by an accountant than to 
bear a reputation among his fellow accountants for truth, honor, 
and justice. 

Many a professional man appears to make the mistake of 
inverting the order of those whose good will he may properly 
desire to cultivate. Such men seem to have regard first of all for 
what the public thinks and, after spending most of their effort on 
this, they care little for the opinion of their professional associates 
and apparently not at all for their own opinion of themselves. 
True success, however, comes from within, and the outward mani- 
festation acknowledged by the public is only an evidence of what 
is unseen, the roots of which had their beginning perhaps long 
years before. It would be fortunate if we could always remember 
to strive first of all for our own self-respect. A man has to live 
for a longer time and in a more intimate relation with himself 
than with anyone else, and though he may be misunderstood and 
unjustly criticised by others at one time, or overvalued at another, 
yet in his own heart he knows from whence he came and whither 
he is tending. Next in order we should have regard for the 
opinion of our associates, and after this for that of the public. 
This is the pathway to permanent success and the truest happiness. 

The importance of the problems arising in our professional 
intercourse warrants somewhat extended consideration and an 
earnest effort to establish creditable standards of conduct by one 
accountant toward another. Let us then discuss some of the more 
prominent of these problems. 

Years hence, when the profession has developed into certain 
well determined grooves, the question of competition may be 
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relegated to the background. At present it seems to require a 
more prominent position. Doubtless many would prefer that the 
necessity for such consideration, either at this time and in this 
connection or in the ordinary conduct of business, could be 
avoided by abolishing all competition. To many people the word 
“ competition’ conveys a suggestion of self-seeking in a bad 
sense. It does probably involve the implication of a temptation or 
at least an opportunity to set a higher value upon praise than 
upon praiseworthiness. If this were the only fruit of competition 
we might well afford to get rid of it entirely. But competition 
means something broader than this and has a better, even a 
beneficent aspect. In this country we have long been fond of 
pointing to the opportunities open to each individual. Do we not 
mean by this that every office and every profession is open to 
every man and that success in a chosen calling depends upon 
ability and merit? If this is what we mean, and I think all will 
agree that this is the fact, what is it but an acceptance and even 
an assertion of the true spirit of competition? Thomas Carlyle 
has said that Napoleon’s great message to mankind was the 
declaration that careers should be open to talent, or in other words 
that the tools should be given to him who could use them. This 
is surely a sound principle and unquestionably it stimulates 
competition. 

Competition is almost as fundamental as gravitation, and our 
aim should be not to abolish it but to insure its conduct under 
such methods as to permit each individual to reap the measure of 
success warranted by his ability and efforts. Competition in the 
sense just mentioned means the preservation of the very atmos- 
phere which is necessary to healthy business life, and to denounce 
it is either to argue for the most selfish and retrograde principles 
or, as more often happens, to denounce a thing which is only 
called competition by a confusion of ideas. We may as well 
accept it as an axiom that so long as the entrance to a trade or 
profession is open to everyone who chooses to prepare himself 
for the duties of the calling, just so long will the conduct of that 
trade or profession be regulated by competition. Let us then 
frankly recognize that so far as accountancy is concerned, com- 
petition cannot be eliminated, and that it would be unwise to 
attempt to do so were it possible. Let us on the one hand recog- 
nize its beneficent influence as a stimulant to our efforts and 
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ambitions, and on the other hand to see to it that no member of 
the profession engages in unfair means of competition without 
meriting and receiving the scorn of his professional associates. 

There is a broad line of distinction which must be maintained 
between business competition and professional competition. A 
merchant, for instance, is justified in endeavoring by every reason- 
able means in the way of superior quality of goods, better service, 
or lower prices, to attract the attention of the customers of his 
competitor. The purchasing agent of any large corporation is 
interviewed by salesmen representing many different houses pro- 
ducing a given kind of goods and each salesman exerts himself to 
secure the order. In this sense competition is the life of trade so 
long as it is conducted fairly and openly—victory belongs to the 
best man. In all such instances the purchaser is dealing with 
something with which he is familiar. He has certain standards of 
measurement which are safe guides for him. He perhaps lays 
down definite specifications or he has samples which he can com- 
pare so that if he is a man of common sense and good business 
judgment he may almost certainly obtain proper value for his 
money. 

The value of professional services cannot be so determined 
beforehand. There is no sample with which they can be com- 
pared. The purchaser does not possess the technical knowledge 
to prepare or interpret specifications that would be worthy of 
reliance. The nature of the services rendered implies an intimate 
relation and implicit confidence. The business man is usually 
ready to buy his merchandise in the cheapest market, but when 
sickness invades his home the question of direct cost is relegated 
to a much less important place. The question he asks is not 
“ Whose services are cheapest?” but “ What physician do I know 
in whom I am willing to confide and whose judgment I am will- 
ing to accept?” The business man is not careless concerning 
the money he pays to his lawyer or his doctor. In fact, he uses 
just as good business judgment in respect to these matters as he 
does in the purchase of goods. Conditions are different, therefore 
his methods are different, that is all. The business man is glad to 
listen to the offers of rival salesmen, but the lawyer or 
physician who would seek him in an effort to secure his patron- 
age would receive scant courtesy. The reason actuating our 
business man in the selection of a professional adviser is not 
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friendship, clannishness, nor a sense of self-sufficiency. In fact, 
he often makes it a subject of more patient investigation than he 
would ordinarily the purchase of goods. 

In certain matters, however, there is a sense of fitness deep 
seated in our natures which demands that we reach a decision 
without solicitation. Perhaps an extreme illustration of this fact 
is found in the requirement that the man shall seek the wife. In 
a somewhat lesser degree it is clearly to be recognized in the 
relationship between a physician and his patients, and a lawyer 
and his clients. The quack and the shyster may obtain a pre- 
carious income by the adoption of unprofessional methods to 
attract business to themselves, but the worthy practitioner recog- 
nizes that the highest success cannot be secured by direct 
approach. “ Learn to labor and to wait” is not a new doctrine. 
It is a choice sentiment of the “ Psalm of Life.” But every 
successful professional man will bear testimony that his success 
may be attributed to the intensity with which he labored and the 
patience with which he waited. 

Emphasis is laid upon this point because the necessity for the 
adoption of indirect methods of approach to possible clients does 
not seem to be widely recognized by public accountants, or at 
least until recently this recognition has been by no means general. 
Without an invitation, or at least an intimation that a visit would 
be welcomed, we cannot go directly to a business man and solicit 
an engagement and at the same time expect him to believe us 
when we tell him we are members of a well recognized pro- 
fession. In the recesses of his brain he knows very well that our 
action belies our words, and while he may be willing to turn to 
his own account our apparent ignorance or cupidity, we may rest 
assured his respect for us as representatives of a so-called 
profession is not of such a character as would afford us pleasant 
contemplation. 

In communities where accountancy is practically unknown, 
there may be some excuse for canvassing business offices. If 
conducted in a dignified manner such a course has a certain edu- 
cational value in that business men, who would otherwise be slow 
to learn of even the existence of professional accountants, or who 
knowing of them in a hazy, indistinct fashion do not understand 
their proper function, may in this way learn what is to them a new 
fact, or perhaps have incorrect views set straight or indefinite 
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ones made clear. Such direct solicitation, however, is justifiable 
only in places remote from the larger centers. In the latter, the 
intelligent business man may reasonably be supposed to know of 
the existence of public accountants and to be somewhat familiar 
with the nature of their work. In the larger cities the accountant 
who adopts the tactics of the pedler will find that such methods 
are not only unproductive of the desired results, but also 
inevitably entail a loss of reputation as well. 

If it is true that, generally speaking, a direct canvass or open 
solicitation of business brings results quite contrary to those 
desired, it certainly would seem unnecessary to refer to the direct 
solicitation of another accountant’s client, when aware of such a 
relationship. This sort of competition is ruled out under the laws 
regulating all professions. 

The attitude to be adopted by an accountant when asked to 
supersede another is not yet so vexed a question here as it has 
been and still is in England where circumstances render such a 
situation a matter of somewhat frequent occurrence. We need 
scarcely flatter ourselves, however, by imputing to the American 
accountant a moral superiority over his British brother when 
faced by a difficult situation of this nature. It is probably nearer 
the truth to say that instances where an accountant has been asked 
to take the place of another are as yet comparatively rare in this 
country, and usually when such cases have occurred it has been 
under circumstances that, while perhaps painful, have not 
involved moral questions at all difficult of solution. This situa- 
tion is not likely to remain and it may be easier to decide upon 
some general standards of conduct now than later when we may 
be more swayed by the force of precedents, set up perhaps without 
much regard to ethical standards. As a fundamental we must 
concede the right of a client to dispense with the services of a par- 
ticular accountant for reasons the sufficiency of which are to be 
determined by the client alone. We insist that the client shall 
form the connection without solicitation upon our part and we 
must yield to him the same measure of freedom in severing the 
relation. 

Having dismissed an accountant, a client has the right to 
engage another, who, as he thinks, may serve him better. Whether 
the second accountant should accept the engagement is to be 
determined in the light of all the attendant circumstances. The 
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mere fact that we are asked to supersede another accountant 
should put us on our guard and lead us to inquire into the reasons 
underlying the retirement of the other accountant. If these indi- 
cate a desire on the part of the client to secure the services of 
someone more complaisant toward transactions of a questionable 
character we should promptly decline the honor. It is not an 
easy matter for an accountant to make a determined stand against 
a client on a matter of principle and when it becomes necessary 
so to do he ought to feel assured of the support of every reputable 
member of the profession. Where the case is such that the right 
course to pursue is not readily seen, we should proceed with 
caution and if there is any question in our mind we should frankly 
ask the retiring accountant for a statement of his side of the case 
before determining our course of action. 

Sometimes a client wants to economize and endeavors to find 
an accountant who is willing to accept an appointment for a 
smaller fee. In this as in all other cases we should decline to 
adopt underbidding as a means of securing business. It is to be 
feared that many accountants have at times indulged in efforts to 
win a client by cheapening rates. Such a course is harmful to the 
profession and shortsighted upon the part of the individual 
indulging in it. We all want clients, but at the same time we can 
afford to remember that it is sometimes easier to form a connec- 
tion with a client than it is to escape from the resultant conse- 
quences, and it is wiser to forego a measure of income than it is 
to allow an impression to get abroad that we are ready to take 
up with any client who has the money to pay our fees. As a 
final word on this subject, we should not become a party to any 
negotiations having a view to the displacement of another 
accountant. 

Another debatable method of appealing for business is that of 
advertising. In the early development of the profession advertis- 
ing had a place that was perhaps legitimate and useful. It was 
undoubtedly a means of educating the public and hastening a 
wider recognition than would otherwise have been possible. There 
is a well defined feeling among all professions that advertising is 
an undesirable means of attracting business, and in law and 
medicine it is considered quite unprofessional to go further than 
to maintain a card in a local newspaper. 

There seem to be at least two reasons why advertising should 
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be confined within narrow limits if it is to be allowed at all. In 
the first place it is doubtful if advertising pays. This is only 
another way of saying that the public has learned to discriminate, 
and a prudent business man is not likely to employ an accountant 
simply because he has seen his advertisement in a newspaper or 
has read circulars and booklets with which his desk has been 
deluged. There still exists a certain class of business which 
probably can be obtained in this way, but it is poor in quality and 
weak in staying power. Clients attracted in this way are not 
among those who appreciate good services and are willing to pay 
fees accordingly. The second reason that may be urged against 
general advertising is that it almost surely degenerates into an 
unfair method of competition. Advertising matter of every 
description rains down not only on the man who has not estab- 
lished business relations with any accountant, but it also pours 
in upon the man who has. The effect of this, so far as there is 
any effect at all, cannot be other than discreditable to the pro- 
fession. If by unanimous consent all advertising in the shape of 
circular letters, leaflets, etc., could at once be eliminated a distinct 
advance would be gained. It must be regretfully admitted that 
in this respect some accountants are not far above the level of the 
audit companies. 

Inasmuch as the older professions have deemed it wise to make 
certain exceptions it would be perhaps injudicious for account- 
ants to draw the line too strictly against professional cards, dis- 
playing simply the name, business, and address, and appearing in 
a reputable financial or other journal. If an accountant wishes 
to contribute in this way to the prosperity of a publisher the 
profession at large is not likely to be harmed, although the 
pecuniary benefit to the advertiser is at least problematical. 

Another method of advertising, which is looked upon in 
other professions as entirely proper, is that of distributing 
reprints of pamphlets or addresses. There is no question but 
that a well written paper of this sort has a distinct educational 
value and impresses the public with facts concerning the various 
phases of the work of an accountant, the result being an eleva- 
tion of the whole profession in the public mind. It is extremely 
unlikely that it has ever been possible to trace any business 
arising immediately from such efforts, and there can be but little 
doubt that the benefit therefrom accrues to the profession gen- 
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erally. The man who indulges his fondness for authorship, other 
things being equal, ought to receive with others a share of the 
general approbation, but I think those who have written papers 
and distributed them in the way just mentioned will agree that, 
whether intentionally so or not, theirs has been a work of 
unselfishness. 

In distributing literature of this sort, the author should take 
care not to unduly exploit himself. The extent to which the 
author of a book or pamphlet should go in displaying on the 
title page in connection with his name the titles he has acquired, or 
the offices he has enjoyed, is one concerning which a difference of 
opinion may exist. It would seem to be a safe rule to confine such 
titles to those conferred by legislative or educational authority, 
including also, if desired, a reference to books previously written, 
but excluding all titles or official positions conferred by the pro- 
fession. This rule may seem to some unnecessarily strict, but it fur- 
nishes a line of clear demarcation. Anyone following it certainly 
cannot be criticised. If, however, this rule is unobserved it is diffi- 
cult to draw a line that will not easily lend itself to abuse ; if not to 
the extent of misconduct, at least to the exhibition of bad taste. 

A form of competition which we accountants cannot wholly 
avoid is met with in instances where we are visited by some one 
who holds himself out as a prospective client, states that he has 
either known of us or has been recommended by a friend, and that 
he wishes to consult us with a view to ascertaining something as 
to our qualifications and the fee which we would charge for the 
services in contemplation. This type of man thinks he is doing a 
clever stroke of business, and is careful to avoid mentioning the 
fact that he has already spent some time telling this same story to 
other accountants, and will in a similar manner exhaust a more 
or less lengthy list before making a selection. Instances are not 
unknown where such a one has secured by this process so much 
information that he has deemed it quite unnecessary to retain 
anyone. Accountants cannot guard themselves against this 
penny-wise type of business man, but it would contribute to the 
general prosperity of the profession if, in all instances where we 
have good reason to believe that a prospective client is taking this 
means of getting bids, we were to decline politely but firmly to 
name any fixed fee. The less encouragement such men receive, 
the better it is for the profession. 
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In the present stage of the profession it is perhaps unavoidable 
that certain business, such as investigations of municipal accounts 
for instance, is awarded upon a competitive basis. To be sure 
considerations other than the fee are taken into account, but it is 
unfortunate that the condition exists at all. To decline to make 
proposals in such instances would fail to accomplish the desired 
result, but accountants everywhere should endeavor to minimize 
the practice and to educate the public away from it. 

In the smaller business matters where a letter is written to 
half a dozen accounting firms in a city, asking for their terms to 
make an audit or conduct an investigation, where the letter clearly 
indicates as it so often does, that a similar letter is being sent to 
other accountants, such requests should by common consent be 
quietly declined. If accountants in a given city were to agree 
upon a basis of this kind, they would not be so likely to find them- 
selves in the unpleasant predicament of having a man say to them 
that he preferred they should do the work provided they were 
willing to meet a much lower fee quoted by another accountant. 
The accountant in question has to face the alternative of losing a 
client he had hoped to secure, or of undertaking certain work 
without receiving an adequate return. The man who quoted the 
low fee received no benefit and all would have been better off had 
they explained in a kindly way that they could not afford to con- 
duct business on such a competitive basis. The value of profes- 
sional services cannot be determined by any simple rule of price. 
The results to be obtained are not merely a question of the number 
of hours a man works. Skill, judgment, and experience, all enter 
into the problem, and yet these have little opportunity to display 
their true proportions in a competition the corner-stone of which 
is the fee. 

An effort has been made in some quarters to meet this diffi- 
culty by the adoption of a uniform scale of prices which will at 
least form a basis for minimum charges. Such systems are found 
in both law and medicine, but owing to existing conditions it 
seems doubtful whether this plan is applicable to accountancy. 
There is doubtless in each community a certain standard of fees 
or at least of per diem charges, but even these are necessarily 
subject to many exceptions. The character of an accountant’s 
work makes it much more difficult to elaborate any scale of 
charges than it is in law or medicine. A physician meets a large 
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number of patients in his office, devoting a few minutes to one 
and then passing on to the next. He can very well have a definite 
fee for an office call, and there is usually a certain uniformity in 
the amount as between physicians in a given town, or between 
physicians in the same section of a large city. An accountant’s 
work is quite different. Generally, cases undertaken by him 
involve more or less investigation, and it is seldom that any two 
are sufficiently alike to render equitable a uniform change. 

If this is true in an individual practice, it is emphasized when 
an effort is made to bring a number of accoviitants under a com- 
mon schedule. Such a system of uniform charges smacks of 
trade unionism, and would be of course difficult if not impossible 
of enforcement. It must also be remembered that such a uniform 
schedule of charges could at best be only a minimum, and it would 
not be easy to get clients, knowing of the existence of such a 
minimum schedule, to willingly pay more. 

In the long run the public really fixes fees. Business men as 
a rule are accustomed to paying for what they get and generally 
are quite prepared to do so. The shyster and incompetent are 
usually willing to work for less than the man of high character 
and first class ability, but it seldom happens that the cheap man 
has as many clients as the one who charges larger fees. The 
young accountant just engaging in practice cannot expect to 
command the fees of a man who has acquired his professional 
standing through years of hard work. The young man must be 
content to accept smaller cases and smaller fees. At the same 
time he does not want to make the mistake of undervaluing his 
own services. A man is seldom appraised any higher by the 
public than he is by himself, and if he teaches his clients that his 
services can be commanded for a very moderate sum he will have 
difficulty in persuading them a little later that it is to their interest 
to double or treble the fees to which they have been accustomed. 
In every case the measure of our charge should be the worth of the 
services rather than the ability of the client to pay; though the 
poverty of the latter may often lead us to reduce the normal 
amount of our fee or sometimes waive it entirely. 

If personal solicitation of business is unworthy a professional 
man, equally, if not more so, is that of employing men to canvass 
for business with the understanding that they are to receive a 
portion of the fees resulting from the business secured in this 
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way. Needless to say the accountant who shares his fee with an 
officer or employee of the company or person retaining him, is 
not only acting in an unprofessional manner, but is also approach- 
ing perilously near something akin to bribery. Even the giving 
or receiving of presents between a client and an accountant or his 
assistants, though innocently intended, may readily assume the 
color of an illegitimate transaction and is therefore to be avoided. 
It is clearly unprofessional for an accountant in any manner to 
share a fee with a layman who has been instrumental in influenc- 
ing business to him. On the other hand assistants regularly 
engaged in the office of an accountant are frequently the means 
of introducing business arising through their acquaintance and 
their known business connection. It is one thing for an accountant 
to share the profits of an engagement secured in this manner 
with the assistant who brought it to his office, and an entirely 
different thing to pay a commission to another man whose only 
interest is in securing the business by any means he may adopt. 

The accountant’s assistant occupies a somewhat peculiar rela- 
tion. He must to a large extent enjoy the confidence of his 
principal and of the client as well. He needs to be endowed with 
true professional instincts, and while loyal to the interests of his 
employer, it is a laudable ambition that he should aspire either to 
an independent practice or a more intimate connection with his 
present employer. No system of professional ethics for account- 
ants would be complete that did not emphasize certain duties 
toward assistants. Perhaps the most important of these duties is 
that of training our assistants in efficiency. We owe it to them, 
as well as to ourselves, that they should have an opportunity for 
the most complete development of which they are capable. They 
meet with difficulties which are very real and oftentimes a little 
kindly explanation or encouragement will not only contribute to 
their peace of mind but will yield an ample return in the more 
intelligent and enthusiastic service which they will render. 

Not only should we be careful-to train them to do effective 
work, but it is equally important that we should impress upon 
them a necessity for a correct ethical code. The best way to do 
this is of course to conform to the nicest requirements of pro- 
fessional standards ourselves; but we may well add to the power 
of this example the daily precept to help in educating the mind 
and aid in the development of the moral sense. The success of 
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any accountant or accountants is necessarily dependent to a large 
extent upon the intelligence and loyal enthusiasm of the staff of 
assistants. We should therefore endeavor to do everything pos- 
sible to make their position one of self-respect and dignity. So 
far as practicable they should be sure of their employment. While 
the use of the emergency clerk is a necessary evil, it is neverthe- 
less to be avoided except where the circumstances are imperative. 
It should be remembered also that an accountant is responsible 
for the work of his assistants and that he is bound in honor to 
maintain a thorough supervision over all the work done by his 
assistants. The relation of the assistant to his employer should 
not be disturbed by solicitations from other accountants, and the 
record of every applicant claiming previous employment in an 
accountant’s office should be carefully investigated before he is 
engaged. Cordial codperation in this matter will help to shut out 
the unworthy assistant with his innumerable means of doing harm. 

One of the distinctive marks of a profession is that the 
services rendered are of a personal nature. If accountancy 
is a profession, as we hold it to be, it is therefore our 
duty to maintain the standard of professional responsibility. 
We have no right to shirk our individual responsibility by hiding 
behind some form of organization in which this element is 
minimized. The introduction of this subject seems to imply that 
the conduct of some members of the profession is open to 
improvement and, while this is not a pleasant thought, it is one 
that cannot be allowed to pass unnoticed. 

The rapid development of accountancy as a profession in the 
United States has entailed certain unhealthy growths which 
perhaps would never have developed under normal conditions. 
One of these growths or excrescences is the audit company. 
There are a few instances of audit companies that have been 
formed, owned, and managed entirely by public accountants. 
These are more in the nature of a partnership conducted in a 
corporate form, and while a thoughtful consideration of the sub- 
ject fails to produce cogent reasons justifying this form of organ- 
ization, their existence might be accepted with a mental reserva- 
tion as to the questionable taste of their organizers. They are by 
no means to be considered on the same plane with other com- 
panies that have been organized under and managed by bankers 
or other business men. 
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In dealing with questions of morals it is not necessary to 
discuss final results; it is sufficient to deal with principles and to 
draw logical conclusions from obvious facts. It has just been 
said that a cardinal element in any kind of professional work is 
that of individual responsibility. An accountant needs to have 
ability, but unless he is to become a menace to the business com- 
munity he must have character. What is the position of the audit 
company in this respect? Can the audit company from its very 
nature maintain a high ethical and professional character ? 

It is usually governed by a body of men, the majority of whom 
at least are not accountants and are therefore incompetent to 
express any judgment on questions requiring professional knowl- 
edge and experience. Nevertheless they are men who are accus- 
tomed to directing the affairs of other corporations and while 
they may be content to neglect their duties as directors for long 
periods at a time, it is to be expected that they will manifest a 
lively activity if the audit company is called upon to investigate 
properties in which they are personally interested. 

In view of what are now matters of history, the simplicity is 
almost childlike with which audit companies endeavor to impress 
the public with the belief that their directors never obtain access 
to the working papers relating to any case or to the reports made 
thereon, and are not allowed to come into possession of any facts 
that may be developed during an examination. Does any intelli- 
gent man believe for one moment that the average type of cor- 
poration director, experienced in the ways of high finance, would 
long hesitate in taking the necessary steps to secure any informa- 
tion that might be on file which he considered to be of value to 
himself? What is the manager of the audit company to do under 
such circumstances? He may object, but he doesn’t own the 
company, and it is not an unknown thing in business for a man- 
ager who insists upon managing his company contrary to the 
wishes and instructions of his board of directors to find himself 
engaged in the pleasant occupation of looking for a job. In 
brief, is the position of a manager of an audit company, which is 
governed by a board of directors who are not professional 
aecountants, compatible with a high sense of professional honor? 
A conflict is almost inevitable, and sooner or later he must swerve 
from his sense of duty or face the consequences of a disagreement 
with his board of directors. 
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The conduct of these audit companies, their advertising, their 
methods of searching for business, are wholly unworthy any 
organization pretending to render professional services. A spring 
cannot give forth both bitter water and sweet, and it is not to be 
expected that organizations so lacking in a sense of fitness in 
reference to externals are capable of rendering services of a high 
grade, or of living up to proper standards of internal conduct. 
It is to be regretted that accountants in otherwise good standing 
have adopted what is unquestionably a lower form of organiza- 
tion, and it should be commonly accepted that no accountant can 
enter the service of an audit company not entirely owned and 
controlled by professional accountants without a distinct loss of 
professional standing. 

In what has been said I have attempted to direct your thoughts 
toward the ideals of our profession in its threefold relation to our 
client, to the public and to our professional brethren. I can only 
hope to have been suggestive and thus contribute in a small 
measure to the advancement of our chosen calling. 

The enforcement of ethical requirements cannot be accom- 
plished in a satisfactory manner by leaving it to such crude 
instruments as legislative enactments or by means of by-laws or 
resolutions of a professional organization, such as this under 
whose auspices we are gathered. These have their place and are 
not to be undervalued, and it would be a matter for congratulation 
on the part of every well wisher of the profession if at this time 
there could be given an endorsement of some simple standards 
that would serve as a starting point from which a further develop- 
men of professional ethics might proceed. It, however, is much 
more desirable that each member of the profession should exem- 
plify in his life the truth that every man is debtor to his profession 
and constantly make it his unselfish and whole hearted endeavor 
to conform at all times to the highest standards of professional 
ethics. 
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Author of “The Accountancy of Investment” and “ Extended 
Bond Tables.” 


CHAPTER XIX. 
PRECAUTIONS AGAINST ERROR. 


308. Experience shows that the intellect, even in so mechan- 
ical a process as posting, cannot be absolutely relied on to be free 
from error. Error or omission will occur in‘a small percentage 
of the work and is usually caused by inattention. This is either 
temperamental, or else accidental, resulting from interruption, 
disturbance, fatigue from too long continued work or illness. 
The errors thus caused would be found by the next trial-balance ; 
but in the meantime the inaccuracy of the account might bring — 
about a loss. To avoid such loss and also to minimize the labor 
of the trial-balance, various plans are in use for a daily check on 
the current work. 

This check will be the more efficacious according as it is 
independent of, and different from, the original work. If we take 
exactly the same road as before we are most likely to strike the 
same pitfalls. The same aberration of the intellect which caused 
an error will be apt to produce the like again. 

310. Different minds find different means the best in this 
respect, and each should seek the check which he himself finds 
efficacious. The quantity of work to be gone over is also a 
determinant, as a long-continued series of postings has a benumb- 
ing effect so that a very simple test may fail, from that proneness 
to assent which everyone feels in greater or less degree. 

311. Misposting will hardly ever pass unnoticed if before 
leaving each posting, by a conscious effort of will, one wakes 
himself up to the real meaning of what he is recording and, 
shutting out all other thoughts, asks himself “Is this true?” 
This habit is a valuable one to form. 

312. The simplest check is to go over all the postings a second 
time, comparing with the original. To show, in case of interrup- 

*Copyright, 1907, by Charles E. Sprague. 
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tion, how far the process has gone, a check-mark ,/ is placed 
opposit each item after it is found correct. These ticks should 
not be too large, but contained within the ruled lines; an untickt 
line is a danger-signal which may be obscured by a large tick. 
If an item has been posted to the wrong account, the true account 
will be blank; the posting must be supplied and tickt. If the 
item had been altogether omitted, the matter is at an end; if it had 
been posted in a wrong place, there is somewhere in the books 
a line without a tick, which when observed must be instantly 
investigated. 

313. If another person, not the original poster, conducts the 
comparison and ticking there is some additional security, for the 
new ftman comes with a fresh eye to the work. 

314. When assistance is available, it is quite usual to work 
in a team of two, in the process called “ calling back,” “ calling 
off,” or “ calling over.” One person reads off the name or num- 
ber of an account and the other, turning to the proper page, 
responds with the figures. I am aware that this method is used 
by many public accountants in auditing, probably to save time, the 
bound-book system not allowing of any other division of labor. 
Yet I believe that two persons working separately will accom- 
plish more, and more surely, than in the “ calling-off ” process. 
The ear is less reliable than the eye and more easily deceived. The 
tasks of the two men are not precisely equal: the one being com- 
parativly inactiv, and therefore a large part of his time being 
wasted, while his mind becomes torpid thru inaction and when, 
after hundreds of correct postings, an incorrect one is called off, 
he fails to observe it. If it is possible to subdivide the work so 
that each can check a separate part by eye, I think it will be 
found that the two will accomplish more and better, separately, 
than together. 

315. Quite a different class of check systems is composed of 
those where we reconstruct the accounts anew from the original 
sources, or by the converse process reconstruct the posting- 
sources anew from the accounts. The resulting lists are com- 
pared in total with their prototypes, hence the final test embraces 
but few figures and the chance of “assenting” to an error is 
greatly lessened ; while the relation of the figures is altered into 
new combinations. 

316. A check-ledger or balance-ledger is in effect a duplicate 
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ledger kept in some simpler and briefer, perhaps rougher way, 
because it is not needed for precise information but for the pur- 
pose of a check on the ordinary ledger. For this reason, it may 
be kept in pencil; dates may be omitted and all descriptiv matter ; 
a large number of accounts may appear at one opening; or it may 
carry balances only and not transactions. This may be a very 
good plan in a mercantil business where balances are not very 
often called for except monthly. It serves mainly as a correctiv 
of the monthly trial balance, all final balances being compared 
before totaling. 

317. In a banking business of any kind, the correct keeping of 
depositors’ accounts is a matter of the greatest importance. The 
balance should be at all times ascertainable and reliable to avoid 
the risk of overpayment. The balance-ledger was therefore intro- 
duced as a check on the ordinary ledger. Its peculiarity is that 
each account runs horizontally, occupying a line across the page. 
The first column in the page contains the initial balances, usually 
in red, of thirty or forty accounts, a name on each line. When 
totaled and aggregated this column is a trial-balance of the 
deposit system. The next column contains all the credits for the 
day on each account, a third column all the debits, and the fourth 
the resulting balances of the next day. It is evident that the 
totals may be proved, forming the equation: 

Old Balance+Credits—Debits—=New Balance. 


Figure 50. 
THE BANK BALANCE LEDGER. 


Names | Balances Credits Debits | Balances Credits Debits 
Jan. 15 | Jan. 16 


AB 1734.16 | 223.19 100.00 1857.35 
BB 2000.00 | 300.00 463.17 1836.83 
CB 2217.65 | 500.00 2717.65 


Totals 5951.81 | 1023.19 563.17 6411.83 


318. This is the general principle on which it is workt, omit- 
ting a number of details and variations in practise such as pro- 
viding for debits in detail; writing the daily credits in the same 
column as the balances but in different ink; placing inactiv 
accounts by themselves; providing for overdrafts (debit bal- 
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ances) ; making part of the pages narrower so that the names 
do not have to be rewritten. 

319. The convenience and advantages of the balance-ledger 
are so great that in most banks it has become the principal ledger, 
and the “ vertical” accounts have been disused altogether. The 
check on it is the monthly statement which is written up day by 
day with a facsimile copy, and which gives debits and credits in 
detail. In this point of view the balance-ledger might properly 
have been treated in a later chapter. 

320. Directly contrary to the methods which duplicate the 
ledger are those processes which are known under the title of 
“reverse posting.”” I think I was the originator of this name, 
at least, tho the process itself was doubtless thought out by others 
before me. 

321. The essential feature of reverse posting is to reconstruct 
from the ledger itself the sources of the ledger, or if the posting 
is from tickets to reconstruct a few of the accounts from the 
many. These few which are to be rebuilt are those which enter 
into the majority of all the regular transactions—those which 
would be selected for the basis of posting mediums if ticket- 
posting were not employed. 

322. Supposing that the debits were normally for Cash, Sales, 
and Interest and that the credits were usually for Cash, Pur- 
chases, Discounts, and Expense, a small sheet is ruled with a 
column for each of these basic accounts and an extra one for 
“ sundries ” or miscellaneous. 


Figure 51. 
REVERSE POSTING SHEET............... 19... Dr. 
| 
Cash Sales Interest Sundries 


| | 
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REVERSE POSTING SHEET............... 19... Cr. 


Cash Purchases Discount Expense Sundries 


323. These forms may be on a single page, or on opposit 
pages of the same leaf, or on separate leaves. 

324. The columns are to be filled strictly by copying what is 
found in the account and the proof is made by adding each 
column. Each column will correspond in its total to the total of 
the transactions of one of the posting mediums or one of the basic 
accounts. The two “sundries” columns will be equal in 
aggregate. 

325. It might be recommended (tho I have not seen this in 
practise) to make the totals continuous during the month, carry- 
ing forward the totals from the bottom of one sheet to the top 
of the next. The totals of the posting-medium added in pencil 
to the same point would always be proved. The same result 
might be attained by recapitulating the daily totals of columns 
on a monthly sheet, and aggregating these day by day. 

326. An important question in the use of reverse posting is: 
When shall the sheet be filled? at the time of posting, or as a 
distinct process? It is easier to insert the posting in the reverse- 
sheet while the page lies open before you. Many do this, keeping 
the sheet alongside and as soon as each entry is made in the ledger 
transcribing it on the sheet. The entire efficacy of the reverse 
posting process depends on the contents of the sheet being a tran- 
script from the ledger, right or wrong, and from nowhere else. 
I should myself be afraid that, with the memory and sight of the 
original so freshly before me, I might revert to it and write it 
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instead of the erroneous ledger-sum which I ought to copy, and 
which I should thus fail to detect. 

327. The alternativ method is, first to go thru with all the 
posting ; when the last entry is posted, and not before, to take up 
the reverse-sheet and fill it from the ledger. This again has two 
alternativs : 

a. To examin every account in the ledger for transactions of 
this date; 

b..To leave, on posting, some indication or trail by which the 
accounts affected may alone be considered and all those which are 
untoucht may be disregarded. 

328. Plan a would be a very thoro one where the accounts 
are few but activ, so that the majority of them had some change 
each day. It would eliminate some classes of errors such as 
posting the same item in two different places. 

329. Plan b may be carried out in either of several different 
ways. One is to use strips of paper at the time of posting. insert- 
ing them so that they project above the page where the posting 
occurs. Then in the reverse process these are used as markers, 
and only those pages are referred to where a marker is found. 
There is a modification consisting in a variation in the color of 
the strip, using, for example, red strips for debits and black 
strips for credits. I think this dangerous, because it suggests too 
much. Perhaps a debit has been erroneously posted to the credit 
side, but the red strip suggests a debit and the reverse posting 
is made to the debit-sheet ; then the error is concealed instead of 
being revealed. I should decidedly prefer a strip which would 
merely indicate the page and leave the reverse-poster to do his 
work without suggestion. There is an objection to this slip plan, 
that a posting to the wrong page might be undiscovered. In the 
card ledger no strips need be used, but each card to which post- 
ing has been made left a little higher than the others or a little 
to one side. . 

330. Another way of “ blazing the trail” is to prepare the 
reverse posting sheet by writing in each column in advance the 
numbers of the pages affected, taking these numbers from the 
original sources. In Figure 52 in the cash column I have indi- 
cated the place of these numbers. This would discover such an 
error as alluded to in the previous paragraph unless the original 
source were improperly folioed. 
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331. As an extension of the method in Article 330, the names 
as well as the folios may be included in the proof of the posting. 
It is recommended that only a few letters of the name be written 
in the preparatory work and that, at the time of the reverse post- 
ing, the remaining letters be filled in. This compels the attention 
to be fixt upon the name, which might otherwise be overlookt. 

332. When tickets are used for posting, or for making up 
the posting mediums, a most advantageous way of preparing the 
sheets is to assort all the tickets in a single series, alphabetically 
or numerically, so as to bring them into the same order as the 
pages of the ledger and to avoid the waste of time thru turning 
back and forward. To give the fullest effect to the verification 
the number or name of the account should be in the middle of the 
sheet and the columns to the left and right. 

333. The highest degree of certitude is reacht when the veri- 
fication or reverse posting is done not by the original poster, but 
by another, who has no prepossessions as to the transaction. He 
turns to the account and transcribes literally what is found there. 
He is compelled to look at the name, the amount, which side it is 
on, and what its source; none of these facts are suggested to him. 
If, then, after he has reverst every posting the columns of his 
sheet exactly agree in total with the total given elsewhere, the 
evidence is very strong that all the posting is correct. 

334. In a savings bank, where the accounts are very numer- 
ous and the current entries are all cash, this method with various 
modifications is used extensivly and effectually. In the larger 
institutions of the kind it is further found advisable to “ section- 
ize” the ledgers; that is, to divide the whole mass of accounts 
into large blocks, say of 2,000 or 3,000 accounts bearing 
consecutiv numbers. This feature is carried into the daily work 
by making a break in the list at the end of each section or block. 
This presupposes that each teller has made a list, either by 
mechanism or with a pen, of the tickets, the total agreeing with 
the state of the cash and forming the standard to which the 
reverse posting must conform, if correct. 

335. An account must be kept with each of the blocks of 
accounts constituting a section. This makes an intermediate sys- 
tem between the General Ledger account of Depositors, and the 
individual account of each depositor. This will give information 
at the time of the trial-balance as to how much the balances of 


439 


% 
i 
‘ 
A 
fy 
Oe 
ae 
= ty 


The Journal of Accountancy. 


each section ought to produce. If some of them are found cor- 
rect, the attention is concentrated upon those which show differ- 
ences. This principle of sectionizing is of great value in all cases 
where there is a large number of accounts to be handled—so large 
that the search for an error is very laborious, like the hunting for 
needles in a haystack. If we divide the haystack into a number 
of smaller stacks, in many of which it is apparent that there is no 
needle, the search is much facilitated. 

336. Returning to the reverse-sheet for testing transactions in 
savings banks, we have assumed that a consecutiv list of trans- 
actions has been prepared at the teller’s desk, by which he proves 
his cash and to which the bookkeeper’s sheet must finally con- 
form, the latter being numerically arranged and broken into sec- 
tions. These two lists are sometimes combined in what is known 
as the Coupon Method. This consists in keeping at the teller’s 
desk a set of sheets, one for each section and entering on these, 
preferably from the pass book, each transaction which has been 
made. The transactions thus assort themselves instead of being 
assorted afterwards. The sheets are in a peculiar form, there 
being two money-columns with a perforation between, with 
spaces for number and name. 


Figure 53. 
PROVING SHEET. COUPON. 
12 Apr.1907 Section 23 460,001—465,000 23 
No. Name Deposits | 12 Apr. 07. 
462,749 | Smith 100 
460,979 25 
463,652 obinson 63 
464,998 | Murphy 17 
460,723 Becker 3 


&c. 
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The first of the money columns is left blank by the teller who 
uses only the outer one. He balances his cash by this outer 
column, aggregating all the sheets, tears off the strip or coupon 
and retains it. The remainder goes to the bookkeeping depart- 
ment as a reverse-sheet. It is not quite so convenient for that 
purpose as a consecutiv list in numeric order for the accounts in a 
heavy section have to be pickt out of a mass, or else there is much 
turning of leaves. On the other hand, if the section fails to prove, 
it is very easy to discover the error by laying the coupon in the 
place where it originally was and comparing the amounts as they 
stand side by side. There is no exact chronological list and no 
exact numeric list. 

337. Where the “three-column” ledger (debits, credits and 
balance) is used, it is very important to have the balance column 
verified; more important, in fact, than the debit and credit 
columns, for the balance-column is relied upon as a guide 
for instant payments. There are two ways of insuring the 
accuracy of the balances, which may be termed the double-balance 
and the balance posting methods. The former requires the 
addition to the sheets (Fig. 52 or 53) of two columns for “old 
balance’’ and “‘new balance.” Figure 53 would then be arranged 
as follows: 


Old New 
No. Name. Balance. Balance. Deposits.: Deposits. 
462,749 Smith 2769.13 2869.13 100.00 :| 100.00 


The teller has inserted only 
462,749 Smi 100.00 
and the testing clerk has added 

th 2769.13 2869.13 100.00 


all copied from the ledger. Thus an error in balancing would be 
as certain of detection as an error in posting; for the difference 
between the totals of the “oid balance” column and of the “new 
balance” column must be equal to the totals of the deposits (or 
drafts). 

“Balance posting” equally insures correctness of balances with 
much less labor. Its essential feature is working backward 
from the balance (which is first to be entered) to the transaction 
which is inferred from the increase or decrease exhibited in the 
balance column. No change is made in the sheets, whether of 
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Form 52 or 53, but the variation is in the order of posting the 
ledger. Thus if the ledger account of John Smith stands as 
follows : 


462,749. 
JOHN SMITH. 
Cr. Balance 
1907. Brought forward 2769.13 


and it is desired to post a deposit of $100, the posting and proving 
are done in the following stages. 

Ist Operation. Taking the deposit ticket, the bookkeeper 
writes the date and then, instead of entering the $100 to the 
credit, he enters in the balance column 2869.13 and nothing else. 
Continuing this process until all the accounts having transactions 
have been re-balanced, he turns over the tickets to the head book- 
keeper. Smith’s account then reads 

1907. Brought foeward 2769.13 
April 12. 2869 13 

2d Operation. Another bookkeeper having no intimation of 
the transaction infers from the increast balance that it was a 
deposit of $100, and inserts that sum in the credit column of the 
ledger. 


1907. Brought forward 2769.13 
April 12. 100.00 2869.13 


This is exactly the same entry as would appear if the entry had 
been made first and the re-balancing done afterward; but there 
is this important difference, that an error in striking the balance 
would cause the $100 to vary from the original ticket and lead 
to detection. 

3d Operation. The $100, which, if the balancing has been 
correctly done, represents the correct transaction, is copied into 
the sheet opposite the proper number and name, and the sheets 
delivered to the head bookkeeper. 

4th Operation. The tickets and the sheets, reaching the 
head bookkeeper by different channels, are compared by him. 
If he finds that they agree in all respects, he is assured not only 
that the debits and credits are correct and on the right sides but, 
what is still more important, the balances are reliable. He may, 
however, have overlookt some discrepancy, or some transaction 
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may have been omitted altogether; hence a still further proof 
is made. 

5th Operation. The columns of debits and credits are added 
up by sheets and sections and aggregated ; and if the totals agree 
exactly with those of the actual cash received and paid, there is 
the highest degree of assurance that all the work, including the 
balancing, has been correctly done. Experience shows that it is 
almost impossible for an error to evade the process. 

338. There is another class of precautionary methods, which 
consist in transcribing, not the figures themselves, but a so-called 
“check number ” derived from the digits of the amount of the 
transaction thru the properties of g or some other number. I 
shall not discuss these, as they are somewhat outside of the 
province of accountancy. 


CHAPTER XxX. 
THE DETECTION OF ERRORS. 

339. The Trial Balance has been drawn off and added, and 
the totals of the debit and of the credit sides do not agree with 
each other. There is error somewhere; we ascertain the exact 
amount of the discrepancy (commonly called the difference) and 
the pressing need is to find and remove its causes. It may be 
caused 

(a) by a single error; 

(b) by several errors on the same side; 

(c) by an error or errors on each side. 
The difference is the resultant of all these errors. They may be 
clast as 

(d) omission to post; 

(e) duplicate posting of the same item; 

(f) posting on the wrong side; 

(g) substitution of one figure for another ; 

(h) transposition of figures; 

(4) incorrect combinations of figures by addition or 

subtraction. 

340. The selection of a procedure for exactly locating the 
difference will depend somewhat on the extent and multiplicity of 
the transactions, on the correlation of the accounts, and on the 
habitual accuracy of the poster. If he is known to be very accu- 
rate, so much so that his trial balance seldom shows a difference, 
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the probability is strongly in favor of there being only one error. 
On this hypothesis, we should endeavor to find an item of exactly 
the same amount as the difference, and ascertain if (d) or (e) 
has not occurred; or an item of half the amount of the difference, 
for (f), being a double error, doubles the difference by increasing 
the one side and diminishing the other. If the difference is one 
exprest by a single digit, it is very likely caused by (g) or (1). 
If (h) has occurred and is the only source of error, the difference 
will always be exactly divisible by 9. According to a well-known 
arithmetical principle, the divisibility of a number by g is easily 
ascertained without actually performing the division ; simply add- 
ing the digits themselves as if they were all in. the units column. 
27 is divisible by 9, and2+7=>9. 13,579 is not exactly divis- 
ible by 9, fori Seven 
will be the remainder after dividing 13,579 by 9, hence a differ- 
ence of $135.79 could not be caused by transposition alone. 
179,865,342 is divisible by 9, because 


1+7+9+8+6+5+3+4+2=45 and 4+5=9. 


There is nothing very wonderful in this peculiarity of 9, for it 
simply means that g is the difference between a unit of any 
denomination and a unit of the next denomination. If we trans- 
pose 43 into 34, we have substituted 


4 units for 4 tens, difference 4 nines; 
3 tens for 3 units, difference 3 nines. 


Every possible shifting of places results in some number of nines. 

But there are many other ways of producing a nine-difference 
than by transposition and the time expended in searching for 
transposible figures is frequently wasted. 

A more thoro and systematic method is needed, and to adopt 
some such plan will generally prove a saving of time. 

341. The methods for conducting a search are analogous to 
those described in Chapter XIX for the prevention of error. The 
postings may be‘all gone over again and checkt; if already checkt 
in advance, distinctiv mark should be adopted for the second 
operation. “ Calling-off ” may be resorted to without the dangers 
referred to in Article 294, for the fact that there is actually some- 
thing to find will keep the senses more alert than where the 
operation may prove useless. Then, to guard against (i) all 
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additions and carryings forward must be re-examined and finally 
the making-up of the Trial Balance itself; for there have been 
cases where the ledger was absolutely correct but was 
misrepresented in the Trial Balance. 

342. The foregoing procedure ought to discover errors which 
when corrected will bring the ledger into equilibrium. Each 
error when found should be rectified thoroly, and it is very 
important that this should be done in proper order. Do not make 
the alteration in the trial-balance first, and the ledger afterwards, 
for there is then a possibility of omitting to change the ledger, 
and a more dangerous state of things exists: a ledger which is 
erroneous but apparently has the guaranty of a trial-balance. 
Make a rigid rule to correct errors first at the source, and follow 
up the correction in the natural order till it reaches the total of 
the trial balance. It is an unwise plan, when a part of the differ- 
ence is found, to subtract it from or add it to the original differ- 
ence. The better way is to eliminate the old difference altogether 
and ascertain afresh the amount of discrepancy. Remember that 
the sole object of the search is to rectify the accounts, not to 
rectify the trial-balance. 

343. But it sometimes happens that after all this labor of 
going over the work a second time, a discrepancy still appears. 
The error is perhaps right on the surface, yet it is unnoticed the 
second time as it was the first. This is very discouraging and 
there is no reason to believe that a second or a third performance 
of the same process will be any more successful. The defect of 
the method is that it does not narrow down the field and gradually 
“corner ” the error in some limited area. A method which does 
this must ultimately succeed, for the area diminishes until it 
embraces only the erroneous entry. 

344. A first narrowing of the field may take place by ascer- 
taining whether the debit or the credit side is faulty. If the trial- 
balance is composed of totals, and not merely of balances, 
(Art. 220) we can ascertain what the grand total of each side 
ought to be, by summing the original sources. Take first the 
simple case of full journalization, where every entry in the ledger 
must have proceeded from the journal; where the contents of the 
ledger are merely the contents of the journal rearranged. The 
total of the journal is a standard for the total of the ledger, and 
either side which varies from that standard is erroneous. 
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Thus, if we have the following results: 


Total of trial-balance, $117,648.29 $117,395.74 

Total of journal, 117,648.29 117,648.29 
it would be waste of time to look for error in the debit side: it 
must be in the credit. Of course, in practise, allowances may 
have to be made for accounts ruled off, etc., but this can easily be 
done. It may be that both sides are erroneous and then we have 
not gained very much. If one side is excessiv and the other 
deficient, there is strong indication of posting to the wrong side, 
especially if the redundance and the shortage are equal in amount. 
345. The same principles may be applied where the place of 
the journal has been taken by other posting mediums (Chapter 
XVI). The amounts contributed by each posting medium to 
each side are set down and their totals determin the standard to 
which the ledger, represented in the trial-balance, ought to 

conform. Thus 
Debits from Cash Book, ee 


total of Invoice Book, 


Total, 
Credits from Cash Book, 

Total, sive 


346. The surest way for completely tracking all errors by an 
exhaustiv process is to tabulate the ledger. This process is called 
by some writers analyzing, but it seems to me that tabulation 
more exactly describes it. It consists in reducing the entries in 
each account to the form of a horizontal line very much, in prin- 
ciple, like the bank balance-ledger described in Article 317, or the 
general ledger in Article 307. In the tabulated ledger, however, 
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Thus, if we have the following results: 


Total of trial-balance, $117,648.29 $117,395.74 
Total of journal, 117,648.29 117,648.29 


it would be waste of time to look for error in the debit side: it 
must be in the credit. Of course, in practise, allowances may 
have to be made for accounts ruled off, etc., but this can easily be 
done. It may be that both sides are erroneous and then we have 
not gained very much. If one side is excessiv and the other 
deficient, there is strong indication of posting to the wrong side, 
especially if the redundance and the shortage are equal in amount. 


345. The same principles may be applied where the place of 
the journal has been taken by other posting mediums (Chapter 
XVI). The amounts contributed by each posting medium to 
each side are set down and their totals determin the standard to 
which the ledger, represented in the trial-balance, ought to 
conform. Thus 

Debits from Cash Book, 


Total, 

Credits from Cash Book, RE 


Total, 


346. The surest way for completely tracking all errors by an 
exhaustiv process is to tabulate the ledger. This process is called 
by some writers analyzing, but it seems to me that tabulation 
more exactly describes it. It consists in reducing the entries in 
each account to the form of a horizontal line very much, in prin- 
ciple, like the bank balance-ledger described in Article 317, or the 
general ledger in Article 307. In the tabulated ledger, however, 
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as both debit and credit balances are comprised, it is necessary to 
allow more columns. It is governed by this equation: 


Old debit balance + debit entries + new credit balance 
= old credit balance + credit entries + new debit balances 


The left-hand side of this equation is represented by the left- 
hand page of a book ruled in a number of columns, and the right- 
hand side by its right-hand page. The debit entries occupy a 
number of columns according to their sources in the various 
posting-mediums or the basic accounts, exactly as in the reverse- 
posting sheet, Art. 301, Fig. 50; and the credit entries are 
classified in the same way. 

347. The following might be the arrangement of the tabula- 
tion, it being supposed that the debit postings are all from a Cash 
Book, a Sales Book, and a Journal, and the credits from Cash 
Book, Invoice Book, and Journal. 

348. Having provided these columns, it is obvious that the 
contents of any account may be “ strung out” across the page 
and that, including the initial and final balances, exactly the same 
total will appear on each line. 

Thus, suppose that a customer, John Smith, owed at the 
previous trial balance $279.43; that he purchased several bills, 
posted from the sales-book, amounting to $265.67; that he was 
charged by journal-entry with a sum of 24.38; that he was 
credited “by cash” $200; and that therefore he owes at this 
balancing-time a balance of $369.48. Entries would then appear 
in columns 1, 2, 4, 5, 8, and 11, as follows: 


Column 1 John Smith [or folio] 
2 Old Balance Dr., $279.43 
4 Debits from Sales, 265.67 
5 Debits from Journal, 


8 Credits from Cash, 
11 New Balance Dr., 


Only two of the balance-columns can possibly be required in any 
given account. 

349. Having entered these figures, they should be immediately 
added across on each page, and as the total of each is 569.48, the 
conclusion is that the account is correctly balanced, tho nothing is 
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yet known as to the correctness of the postings. Consistency 
with itself, not conformity to its prototypes, is all that is demon- 
strated of the ledger. But frequently the entire error is dis- 
covered during the process, not having been caused by erroneous 
posting, but by erroneous combination of correct entries (class 
i, Art. 319). 

At the bottom of the page each column is added and it is 
evident that as every line was in equation, so the aggregates must 
also obey the law: 

Old debit balances + debits from Cash + debits from Sales + debits 
from Journal + new credit balances = old credit balances + credits from 
Cash + credits from Invoices + credits from Journal + new debit 
balances. 

If this does not hold good, something is wrong either with the 
total of some column or with the balancing of some line and this 
must be discovered before passing to the next page. In an 
obstinate case, an intermediate footing may be made about half- 
way down the page and this again tested by the equation. If this 
aggregate stands the test, the error is in the lower part of the 
page; if it fails, the error is above it. Thus by subdivision the 
error must ultimately be located, and corrected. 

It is recommended that the totals of each page be carried 
forward to the next, insuring that no unbalanced line or page has 
been left behind. 

350. It may be thought best not to group all the entries of a 
certain kind into a single line, but set them down in detail, using 
as many lines as necessary. In the example in Art. 328, the debits 
from sales, $265.67, may be 4 items; $82.65, $25.33, $91.25, and 
$66.44. Then the account as tabulated will occupy four lines in 
depth instead of one. 


Column 1 2 4 5 8 II 
John Smith 279-43 82.65 24.38 200 369.48 
25-33 
Q1.25 
66.44 
Tobias Smollett etc. 


This makes the cross-addition a little more difficult, but, as 
fewer accounts can be entered on a page, the cross-addition of 
each line may be omitted till the bottom and then the entire page 
be proved as a whole. 
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331. Accounts like Cash and Merchandise, or what we have 
been calling basic accounts, must be left to the last. Everything 
else is added up and probably without going any further the error 
will stand revealed. Column 2 should tally with the total of 
Cash paid, or there is error there; column 3 with the total of 
sales, column 8 with the total of cash received, column 9 with 
the total of purchases, and a discrepancy in either of these totals 
must be traced by checking of the department in fault. 

352. To complete the tabulation the accounts of Cash and 
Merchandise (or the basic accounts whatever they are) must be 
transcribed into linear form, commencing with the old balances 
and ending with the new. The debit and credit entries will undergo 
a kind of reversal: in the Cash account the receipts will be entered 
below the payments in column 3, the payments under the receipts 
in column 8; the purchases under the Sales in column 4, the sales 
under the Purchases in column 9. But the line of Cash and that 
of Merchandise will be in balance and the entire ledger will be 
tabulated. The columns will then correspond in pairs, as follows: 

The totals will be equal, of columns 2 and 7, 
3 and 8, 
4 and 9, 
5 and 10, 
6 and 11. 


Columns 2 and 7 having been compared with the totals of the 
old trial balance, so that nothing may be omitted, columns 6 and 
11 will constitute the new trial-balance. 

353. It has even been thought worth while, in case the trial 
balance is taken at long intervals, to go first thru the operation of 
tabulating instead of starting with the simple trial balance, 
columns 6 and 11 constituting the complete and only proof of 
accuracy. This is a laborious, but very thoro and satisfactory 
mode of proof. 
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Some Problems in Corporation Accounting. 


By Hersert JoseEpH Davenport, Pu.D., 


Associate Professor of Political Economy in the 
University of Chicago. 


Taking it as admitted that net earnings are the ideal basis, if 
not the most practical basis, upon which corporation values 
should be appraised, and that gross earnings are to be preferred, 
only as more trustworthy indicia of net earnings than are the net 
earnings themselves as reported by corporation managements, it 
is, nevertheless, important to make entirely precise and definite 
the concept of net earnings, together with the methods according 
to which they are to be computed. 

Adams, it will be remembered, stands for net rather than 
gross earnings as the preferable basis for the actual computation 
(Finance, page 459). But what, then, are net earnings? Ac- 
cording to Adams they are the income from operation minus the 
expenses of operation, not allowing for any deductions on ac- 
count of interest or rents or taxes. Fixed charges, like interest 
on ordinary bonds, are evidently not to be deducted, since it is im- 
material whether the investment is represented by bonds or by 
preferred stock or by common stock. Each of these different 
classes of securities is equally a title of ownership in the property 
to be taxed: “ The expenses to be deducted in order to arrive at 
the net item may be either operating expenses or operating ex- 
penses and fixed charges. If operating expenses are 
deducted, the remainder is called the ‘income from operation’: 
but if capital expenses are also deducted, such as interest, rents, 
taxes, improvements charged to income account, and the like, 
the remainder is called the ‘net income.’ . . . As between 
these two funds it is the former rather than the latter which 
should be selected as the basis of the tax.”’ (Jbid., pp. 459-61.) 

But, in arriving at the earnings of operation as the basis on 
which to compute the capitalized market value of the property, 
is it to be admitted that rents and taxes, equally with interest and 
with improvements charged to income account, are not to be 
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allowed as deductions? Adams, seemingly, so holds. And how, 
also, about interest upon floating indebtedness? Evidently ex- 
penditures for permanent improvements should not be allowed 
to be deducted, since they are not expenses of operation, but are 
additions to the plant, and thereby bases of future increased earn- 
ing power; and, equally clearly, interest on ordinary bonded 
indebtedness must not be deducted, since the real question is, how 
much net income is the property in question rendering to its 
owners? But how as to taxes, interest on floating debt, rental 
outlays upon leased lines, and interest charges on improvements 
made to the sole end and purpose of reducing operating 
expenses ? 

That there are questions of some perplexity here may be in- 
ferred from the perplexity actually existing: e. g., the Ontario 
Tax Commission of 1905 inclines to question even the doctrine 
that interest charges incurred for the purpose of reducing the 
expenses of operation should be treated differently from the 
expenses which they displaced. The Report reads: 

On the Grand Trunk main line, just west of Port Hope, there was a 
long dip in the track, making two heavy grades. The extra engine power 
would all be admitted as properly legitimate portions of the cost of 
operating the line. But .. . the management .. . came to the 
conclusion to capitalize the extra expenditure and alter the line. . . . 
Should, or should not the outlay [for interest] be still charged to 
operating expense? If not . . . the tax, as the basis of net income, 
would be increased, while its revenues remained the same; but if so, then 


the interest in bonds must be deducted . . . which few financiers 
will admit (page 18). 


And likewise with the California Commission of this year: 


All persons readily admit that interest on bonded indebtedness is not 
an operating expense. It would have made no difference, so far as this 
matter is concerned, whether the Southern Pacific built the Lucin cut-off, 
as it did, with the proceeds of bonds on which it pays a certain sum 
annually as interest, or had leased that great bridge from some other 
company, paying the same sum annually as rent (Report, page 96). 

A similar position is taken with regard to franchise charges 
paid to the state or city: “ These payments are rents and should 
not be included as operating expenses ”’ (page 97). 

But does not this logically imply the exclusion of all rents 
paid for machinery, or outlays for the hire of mules, or wage 
payments for ordinary labor? Any one of these charges might 
be displaced by permanent improvements at cost of bond-interest 


charges. The argument proceeds: 
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A public service corporation can acquire its franchises in one of two 
ways: (1) It may buy them outright for a certain sum down, in which 


case it usually issues bonds. . . . No one would have the effrontery 
to argue that such interest was an operating expense. Or (2) It may 
make a series of annual payments. . . . When franchises are bid for 


the one is the precise equivalent of the other (page 97). 


And inasmuch as a tax can be capitalized and purchased, or, 
at least, a fund can be set aside, the income of which shall meet 
this particular form of rent-charge, it would seem to follow that 
taxes must, by virtue of this argument, be denied deduction. 
Adams arrives, as we have seen, at this very conclusion, though 
it would not be fair to attribute to him this particular argument. 


But take the simple case of a debt secured by mortgage; shall 
an exemption be allowed to the mortgagor? It is clear that the 
creditor is essentially part owner in the property; and where the 
case is one of an unsecured debt, that is, a debt for the answering 
of which no specific item of property has been set aside, the 
creditor is in substance a part owner in the general assets of the 
debtor. Thus it is immaterial whether the underlying principle 
of the tax in question be taken to be that of the income tax or 
that of the general property tax. The mortgaged wealth is 
property, and is at the same time the source of income. The 
mortgagor can, then, be allowed the exemption only upon the 
assumption that the mortgagee is chargeable. Whichever 
method is followed, the contract-interest rate may be relied upon 
to leave the net charge to the debtor and the net income to the 
creditor uninfluenced by the question of which originally 
advances the tax. 

Similarly with regard to the floating debt of a corporation: 
but inasmuch as the creditors cannot well be made chargeable, 
the corporation should be refused the deduction for interest out- 
lays of this class, and to the contract interest rate be left the 
function of distributing the tax. 

So, again, the stocks and bonds of one corporation, when 
owned by a second corporation, must be taxed to the second only 
when they are not taxed to the first. If the corporations are sep- 
arately taxed, the one is not, for this purpose, to be regarded as 
part of the wealth of the other; taxes upon the first have 
already functioned once in reduction of the earning power of the 
second; all the property has paid once. 


453 


=, 
ats 
7 
H 
| 
é 
4 
4 
4 


The Journal of Accountancy. 


The correct principle is, indeed, deducible from the California 
Report: 

That rent is an operating expense and should be deducted before the 
net earnings are computed . . . rests on a fundamental misconcep- 
tion of the purpose of ascertaining net income. If net income is to be 
used to determine the rate of a tax upon gross earnings, such tax to be 
used in liew of all taxes on PROPERTY USED IN OPERATION [italics are from 
the original] by a —— all net incomes accruing to that property, 
or from its use, must be included. (Jbid., 596.) 

To this no criticism is directed; but immediately thereupon 
follows the statement already quoted: 

If interest upon bonded indebtedness is not an operating expense 

. rent is not. It would have made no difference whether the 
Southern Pacific built the Lucin cut-off with the proceeds of bonds 


or had leased that great bridge from some other company. 
In neither case would the annual payment be an operating 


expense. 
The distinction is, however, clear. In the case of the lease, 
the revenue accrues to a separate corporation, separately taxable 
upon its own plant or income; the revenue is, then, no part of 
the Southern Pacific’s revenue, and is due in no part to its plant. 
In the other case, the saved expense enhances its net income of 
earning power, and is due to the improvements made in its own 
plant; if now it does not pay, that is, if it is allowed the deduc- 
tion, no one pays. Income-paying plant goes untaxed. 
Confusion may be avoided by keeping in mind that the 
present question goes off not at all upon the test of the net in- 
come accruing to the stock of the corporation, but only of the net 
income accruing to the entire plant. It may well be true that the 
additional bonds will absorb so much more of the net income 
from the property that the stock will be not at all advantaged 
in dividends; but none the less the earning power of the plant 
is a greater earning power, and its net income for division be- 
tween stock and bonds is a larger income upon a greater invest- 
ment incorporated in a more valuable property. To exempt the 
increase in the investment because of the fact that the increased 
bonds are calling for an increased outlay of interest would 
amount to refusing recognition of the facts of increased invest- 
ment, increased earning power, and increased value. In truth the 
savings due to the increased investment are nothing but increased 
revenue in another aspect. It would be a strange argument which 
should exempt a factory owner from taxation for some piece of 
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labor-saving machinery upon the ground that this machinery was 
merely a method of avoiding corresponding outlays in wages. It 
is evident that these avoided outlays become revenue attributed 
to the installed machinery precisely because they are avoided 
outlays. Thereby alone is the machinery revenue-returning. 

And so with franchise rents or with royalties on the use of 
patents; that the corporation has to pay the charge is due to 
the fact that it has not a greater capital to be used in purchasing 
the exemption; having to pay this rent or royalty explains pro 
tanto its small net revenue. If it increases its capital by a sum 
sufficient to buy the exemption, its net revenues will be corre- 
spondingly greater, and it will thereby become able to pay divi- 
dends or interest on the larger sum of values represented by its 
increase in stock or in bonds. 

As the corporation comes under the tax liability for the own- 
ership of the privilege of user, for which it earlier paid the 
royalty, the previous owner escapes from the tax jurisdiction 
under this head. In the case of the public franchise, a new tax 
liability comes into existence simply because the property of the 
state or of its subordinate bodies is not subject to the tax burden. 

But the problem whether corporation taxes shall be deducted 
from gross earnings in order to arrive at the net balance to be used 
as a basis for determining the value to be subjected to taxation 
is on the face of it, perhaps, not so ready of solution. The solution 
appears to be simply this: that if the interest rate employed 
as the basis for computing the capitalization into present worth 
is the net rate after allowance for tax deductions, then the tax 
outlays should be allowed for as deductions from the gross 
earnings in order to find the net earning power to be capitalized. 


i 
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Principles of Budget Making. 


By Freperick A. CLEVELAND, Pu. D., 


Professor of Finance in New York University 
School of Commerce, Accounts and Finance. 


The budget is an instrument devised to give to the direct 
representatives of the people control over administrative officers. 
Finding its origin in monarchical government, it has, where not 
neglected, become one of the most effective limitations of author- 
ity under republican regime. According to democratic ideals that 
form of corporation known as “the Government ” is made up of 
three classes of persons: (1) a body of electors; (2) a council or 
board of representatives, and (3) a group of administrative 
officers and corporate employees. The corporation thus com- 
posed is responsible to what is known as “the State ’—i. e., to 
the politically organized body of citizens for whose protection 
and welfare the government has been created. Each of these 
three classes of corporate agents has duties to perform and may 
be penalized for not performing them. In the interest of citizen 
welfare each is given a distinct form of governing control: To 
the elector is given popular or electoral control; to the council 
of representatives is given general directive or representative con- 
trol; to the administrative officer is given administrative control. 


THE BUDGET AS AN INSTRUMENT OF CONTROL. 


Corresponding to each of these several functions, each has 
developed appropriate instruments through which control may 
be exercised and made effective. Control by electors is effected 
through petition and ballot, by which means electoral initiative, 
selection, and sanction are expressed in constitutional and 
charter grants, in the choice of representatives and elective 
officers, and in instituting, approving or annulling the acts 
of representatives and elective officers. To the representative 
body or council the instruments of control available are statute, 
ordinance and budget—the first and second being instruments 
of legal control, the budget being an instrument of financial 
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control. To the officer, to whom is given the duty of corporate 
management and of administering the details of business, the 
most effective means of control over the many employees for 
whose acts he is held responsible and over the funds and proper- 
ties in their keeping, is his power to appoint, suspend, and 
remove, and his power to induct methods by means of which the 
organization under him may be made effective. 


CONDITIONS PRECEDENT TO THE EFFECTIVE EXERCISE OF 
CONTROL. 


Each of these three controlling groups of corporate agents 
must act on information if it acts wisely and efficiently. In 
towns or other governing bodies whose territorial limits are too 
wide for personal survey, whose population is too numeruus or 
too diverse to retain neighborly contact, whose activities are too 
complex for the citizen to observe, intelligent action on the part 
of the elector must proceed from exact knowledge presented in 
the form of reports. Are constitutions or charters to be voted 
on? To act wisely the elector should have a full and accurate 
statement, not only as to the manner in which the old constitution 
or charter has operated, but also a well considered brief as to the 
manner in which the proposed measures, if adopted, may operate. 
Are candidates presenting themselves for election or re-election? 
Electoral control can be intelligently exercised only after a full 
and accurate report on the manner in which those who have held 
positions of trust have conducted the affairs of the corporation. 
Are measures to be introduced by competitive or popular 
initiative? Are acts of representatives referred for popular 
sanction? Are the electors appealed to to recall those who have 
been appointed to positions of responsibility? Whatever the 
action to be taken, an electorate which is uninformed, instead of 
conserving public welfare, may, by appeal to prejudice or by 
demagoguery, defeat the very purpose for which electoral 
control is established. 

The same is true of acts of the representative body. Effective 
control must proceed from such knowledge of affairs that intelli- 
gent judgment may be exercised. Is the subject for considera- 
tion a change in statute or ordinance, or the passing of the 
budget? Action taken which does not proceed from full and 
accurate information must of necessity be abortive. The officer 
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on whom rests responsibility for administrative control is under 
the same necessity. Each official act, each command to subordi- 
nates, each business transaction coming before the officer for his 
direction or approval should be premised on an intimate and 
exact knowledge of all the details entering into the problem. 
Without such information the officer is a helpless incompetent 
who may at any time be made the victim of political scandal. 
Without the protection afforded by full knowledge of facts prior 
to a decision made or a responsibility executed, reputation for 
honesty and efficiency is at all times in jeopardy. Even when 
animated by the best of intentions, an officer who acts in igno- 
rance may be made the. tool of a coterie of persons seeking to 
subvert the powers and properties of government to private ends. 

Efficiency, economy, and fidelity—these have come to be the 
criteria of official acts. The development of such qualities in a 
government is not so much a matter of men and measures as it 
is a matter of method ; not so much men, as methods by means of 
which full and accurate information may be given to those upon 
whom fall the duties of exercising control. Given the methods 
by means of which the full situation may be known and by means 
of which responsibility for every act may be located, and efficient 
men and measures will necessarily follow. 


METHOops OF OBTAINING INFORMATION AS A BASIS FOR EXERCISE 
OF CONTROL. 


The needed information must of necessity come from those 
who are in direct contact with the business of the corporation. 
The method has to do with the recording, classifying and report- 
ing of this information, as well as with the means of directing 
affairs after such information has been recorded, classified, and 
reported. The method itself, therefore, must be administrative. 
It must relate to the collection and preservation of the evidence of 
efficiency, economy, and fidelity and to the locating of responsi- 
bility for inefficiency, waste, and infidelity. New charters and 
new laws cannot produce effective public service. Any instru- 
ment effectively and intelligently used is preferable to a much 
more perfect device in the hands of the uninformed. When 
governments have been subverted to private uses, this subversion 
has not been due to essential defects in the law; fundamental 
laws, which establish the several forms of control enumerated, 
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together with the broad legal and equitable principles of ultra 
vires and of trusteeship are sufficient to protect citizens against 
every form of inefficiency and corruption. To reach this result, 
special laws and specific rules and regulations are not necessary. 
Where political and administrative action has proceeded from 
intelligence, there has been little cause for complaint; where 
charges of infidelity have been supported by evidence, there has 
been no cause for pessimism. Failure in municipal government 
has come from lack of evidence and not from inadequacy in law. 

Nor are we lacking in the experience as to administrative 
methods which will enable the officer, the council, or the elector 
to obtain full and complete information on every subject and 
transaction concerning which information is needed for purposes 
of intelligent control. These methods have already been estab- 
lished in the management of private corporations. They have 
also been applied to different aspects of public business. It 
remains only for electors to demand and insist on the introduc- 
tion of these established methods of administrative accounting— 
to demand and insist on the introduction of scientific methods of 
obtaining accurate operative data—to demand and insist on the 
introduction of adequate methods of recording the evidence by 
means of which responsibility may be located for each order or 
advice given in the direction of the affairs of a municipality. 
In a word, it remains only for electors to shift the emphasis from 
men and measures to methods of administration and to demands 
for a full and accurate knowledge of results to avail themselves 
of the benefits to be derived from both. 

In the past the safeguards imposed on government have been 
negative. Systems of check and balance and civil service regu- 
lations have been negative. We need something positive— 
methods which will put a premium on ability and honor. When 
a method shall be installed which will make and preserve the 
evidence of personal credit or discredit to be attached to the acts 
of each official and municipal employee, then and not till then 
will municipal administration lose its taint and men and measures 
be chosen with the same assurance that now obtains in industrial 
and commercial lines. Without methods which will locate 
responsibility for inefficiency arid the wasteful use of public 
revenues, a premium is set on the abuse of power and privilege 
and honorable citizenship is itself ineffective as against persons 
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who, though publicly condemned, are publicly subsidized to 
combine their resources in obtaining personal gain from the 
subversion of institutions of public welfare. 


CONTROLLING PURPOSES OF THE BUDGET. 


The immediate purposes of the budget are two: (1) to 
enable a representative body, charged with the making of proper 
provisions for raising revenues and the protection of funds, to 
exercise control over the officers charged with the details of 
administration by placing limitations on their authority to 
spend; (2) by establishing such limitations of authority, thus 
to enable the controlling financial officer (in most cities known 
as the comptroller) to make use of the law of ultra vires, in 
determining whether claims presented constitute legal obligations 
which should be approved by him for payment. The act of the 
representative body by which the budget is passed and by which 
authority to spend is given, is called an act of “ appropriation ’”— 
an act setting aside or reserving such amounts or funds of the 
corporation as may be therein determined and set forth. In most 
municipalities a council or board of aldermen is the appropriat- 
ing body; in some of the larger cities, the budget originates with 
a specially constituted board or commission which is charged 
with the determination of facts, from which board or commission 
a definitely formulated document comes to the council for final 
approval or adoption. In New York, for example, this specially 
constituted board or commission is known as the Board of Esti- 
mate and Apportionment, composed of the mayor, the comp- 
troller, the president of the board of aldermen, and the five 
borough presidents. This board or commission (each member 
being elective) receives estimates from the several departments 
or divisions of city government, as well as from private institu- 
tions asking for municipal support, and fixes the classification and 
maximum limit of appropriations; with the budget thus formu- 
lated it goes before the Board of Aldermen for final adoption— 
the Board of Aldermen having power to reduce but not to 
increase the amount of any item contained therein; thereafter it 
goes to the mayor for his approval or veto. 

As commonly used, the budget operates as an instrument of 
negative control. For this purpose little intelligence is required. 
Any one, though he be a fool, may arbitrarily say to this adminis- 
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trative officer: ““ You may have this much” and to that adminis- 
trative officer, “ You may have that much” to spend during a 
definite fiscal period. Any board or representative body may 
listen to the importunities of politicians or may make a horizontal 
reduction to bring the total of all estimates within a given tax- 
rate. Negative control may protect the tax-rate, but it does not 
give direction to an intelligent representative control over pub- 
lic service nor reward competence and honorable dealing. On 
the contrary, it encourages inefficiency and dishonesty. It puts 
the upright official into competition with the ward politician and 
success is made dependent on party organization and on false 
representation of facts in the padding of estimates as a means of 
obtaining a disproportionate share of revenues to be expended 
as party spoil. 

The use of the budget as an instrument of positive control 
requires mature deliberation, based on full information. The 
budget making body is a council of representatives and as such it 
is in a position to give direction to the whole corporate policy of 
a municipality. The support to be given to every function and 
activity of government is within its keeping. Not only is it 
within its authority to establish a policy and to publish to each 
department the amount of support to be granted at the beginning 
of each fiscal period, but also by revisory acts and transfers to 
change this policy and to add to or withdraw support at any time 
that it may deem such action necessary to the improvement of 
the public service or expedient for the protection of popular 
welfare. 

Looking upon the budget as an instrument of positive con- 
trol in the hands of a representative body or board, a first essen- 
tial to its effective use is a system of accounts and operative 
statistics by means of which an intelligent conclusion may be 
reached as to the public service rendered and as to the cost of 
such service in each of the several departments, divisions and 
institutions asking for public support. In a municipality number- 
ing its activities by hundreds, its employees by thousands, and its 
expenditures by millions, the intelligent making of the budget is 
at best a difficult process. Not only is the work of each depart- 
ment and division on the service to be considered, but each func- 
tion and activity within each of these departments and divisions 
should be carefully scrutinized in the light of public necessity. If 


461 


Pana 

F| 


| 


The Journal of Accountancy. 


the budget making body is to exercise financial control intelli- 
gently and effectively, it must consider (1) whether each func- 
tion or activity which has been supported should receive further 
support; (2) the relative public importance of each function and 
activity to the general administrative scheme; (3) what amount 
of financial support is necessary to maintain this relative impor- 
tance, from the point of view of the public and its interest. And 
no process should be considered as too laborious to make each of 
these considerations effective. 


MAKING OF THE BUDGET. 


By reason of the peculiar position of the board, the third 
subject of inquest above suggested necessarily comes first. The 
information as to the amount of support needed is first sought 
from the department head. Initially, this inquisition takes the 
form of a request for estimates. A common form of request is 
that each estimate shall be accompanied by a statement as to the 
cost of maintaining the department during the last closed fiscal 
period with the proposed increases and decreases thereon indi- 
cated. This information, however, is usually defective in the 
following particulars: First, the expenditures on behalf of the 
department may be shown without clearly defining whether these 
expenditures pertained to the fiscal period under consideration. 
Second, if the cost of the fiscal period has been carefully dis- 
tinguished, this cost may not be set out in such detail as to make 
it intelligible. Third, if set out in detail, it may not be classified 
in such manner as to show the cost and the items of cost relating 
to each of the functions and activities maintained. Fourth, if the 
cost is set oft in detail by function and activity, the statement 
may not be accompanied by a report showing the public services 
performed, such services being properly related to the cost of 
performing them. Fifth, the department may not be asked, or, if 
asked, may not show in what direction its functions and activities 
may be or should be developed to further promote the public wel- 
fare. Sixth, if such statement of proposed development be made, 
the opinions of the heads of the departments as to the relative 
importance of public service at present performed and of the 
suggested new or enlarged activities may not be made available 
to the board. 

But even with a full report from the head of each department 
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on all of the subjects above indicated before the board, it is not 
qualified to pass the budget. Representations by department 
heads are not the best evidence either as to whether all the pres- 
ent activities should be supported, what amount of support should 
be given to each, or as to the relative importance of the work of 
the department as a whole to the general administrative scheme. 
The estimates and reports by department heads, therefore, should 
be received long enough in advance to enable the budget making 
body to conduct an independent and collateral inquiry. For this 
purpose not only are departmental accounts and service records 
from which every essential administrative fact may be determined 
a prime necessity, but also an independent or essential service 
through which the board may direct the investigation—an agency 
which may stand in advisory relation to the board through briefs 
carefully prepared both as to facts of past administration and as 
to prospective needs. 

But such measures and such service do not exhaust the possi- 
bilities of inquiry. Independent advice, thus obtained, does not 
put the board in a position to become intelligent inquisitors. 
Preliminary estimates and statements of departmental needs 
should be made public in order that the people, in the press and 
in citizens’ organizations may discuss each of the issues pre- 
sented. Heads of departments may be cited to appear and 
answer interrogatories. Citizen bodies may be heard in support 
of the enlarging or discontinuing of different branches of the 
public service in which they may be interested. 

After full hearings as to relative needs, the board may with 
much intelligence fix the gross amounts to be appropriated, 
ineluding all expenditures for the succeeding year and show 
separately amounts for current expenses, amounts for the paying 
of deficiencies in past appropriations which have been permitted 
to accumulate in the form of claims or which have been met by 
revenue bonds, as well as amounts provided for the sinking of 
the funded indebtedness. Gross budget allowances being tenta- 
tively arrived at, the public can be taken into the confidence of the 
board by having these tentative schedules published, with a day 
appointed for a hearing in order that taxpayers may appear and 
oppose or support the tax-rate necessary to providing the revenue 
needed to make the budget effective. By some such proceeding 
the budget making body may have the benefit of the expression of 
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public opinion at every important step on subjects which would 
require increase or decrease in expenditures. 

A conclusion being reached, subject to review, as to the tax- 
rate, further important information may be elicited by notifying 
the heads of each department as to its apportionment, and asking 
them for written advice on forms submitted as to how the depart- 
ment would have this amount distributed among the several 
functions and activities to be maintained. This apportionment 
and the several advices being published and time being given to 
consider, another public session may be had after which the 
budget may be definitely placed. Whatever procedure be fol- 
lowed, the board should seek to avail itself of every source of 
information, both as to the past cost and as to the future need of 
each function and activity to be maintained and so informing 
itself become a positive force in the general direction and control 
of departments and administrative officers. 


THE ADMINISTRATIVE IMPORTANCE OF THE BUDGET. 


In this relation, something may be said of the administrative 
importance of the budget and of the conditions necessary to its 
effective use. The budget is in the nature of an allowance. As to 
whether proper use is made of this allowance depends on 
administrative intelligence and control. Efficiency, economy, and 
fidelity are administrative facts. The positive purpose of the 
budget is to give direction to, and place limitations on, adminis- 
tration. Administratively, there are two general methods of 
control which relate themselves to the budget: (1) control by 
the audit and vouching of claims against appropriations, for 
which the city comptroller is responsible; and (2) control by the 
executive, who seeks his information as to administrative facts in 
current reports and who enforces executive judgment through 
his power of appointment, suspension, and removal of 
departmental heads. 

The administrative relation of the chief executive to the 
budget has in large measure been overlooked. Definite allowance 
having been made for the support of certain public functions and 
activities, the mayor may exercise a most wholesome influence in 
general supervision over the use of these functions. For 
example, an appropriation may be made to the board of health 
for salaries and wages under the general title of milk inspection. 
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Presuming that the board of health may desife, to use this money 
for political purposes on the approach of an election, it may 
decide to expend the whole amount within three months. The 
effect of such a decision would be to defeat the purpose of the 
appropriation. Generally speaking, the public service is to be a 
continuous one. Executive supervision may therefore be exer- 
cised to prevent a disproportionate expenditure at one time and 
a consequent crippling of the service or making necessary supple- 
mentary appropriations at another. In every such case where 
disproportional expenditures are allowed there should be clear 
administrative reasons for doing so, and these should be brought 
to the attention and discussed with the chief executive. This 
form of administrative control must be enforced through prompt 
and frequent reports rendered by the several departments to the 
mayor, to the making of which a thorough and centrally con- 
trolled system of administrative accounts is a prerequisite. 
Through the medium of reports regularly rendered, through 
inspection and the inquisitorial powers within his reach, the chief 
executive may also prevent the forcing of the hands of the council 
by overspending in the management of certain necessary func- 
tions, thus requiring that provision be made for their main- 
tenance by transfers or by the issue of revenue bonds. Without 
such executive control the head of a department may defeat the 
will of the council. 

Administrative control of the comptroller requires the keep- 
ing of an account with each appropriation, against which is 
charged all vouchers passed on claims against the same, and an 
accurate account of contracts and orders outstanding which may 
ultimately become a charge. Such accounting is necessary to 
prevent the overreaching of authority on the part of department 
heads. To these accounts reference should be had in the audit 
of claims before they are vouched for payment. If contracts and 
orders exceed the authority given, the comptroller not only has 
the power to refuse to draw a warrant, but it is his duty to do so., 
In fact he becomes personally liable for vouching unauthorized 
claims. Nor can the contractor compel the comptroller to act, 
since any action brought must be in the nature of a proceeding 
citing the comptroller to appear and show cause, a defense to 
which action is found in evidence in his own hands showing that 
the head of the department exceeding his authority acted ultra 
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TRANSFERS AND REVENUE Bonp Issues. 


The budget is essentially an authority based on estimates. 
These estimates may not be well founded. By means of the 
budget the legislature seeks to effectively direct and control the 
action of administrative officers. In this its power is complete, as 
it may limit expenditure in every detail which it would directly 
control. Should its estimate be found to be inadequate or too 
large, it can at any time modify the authority originally given in 
so far as the officer to whom authority has been given has not 
incurred obligations which operate as claims against the funds 
voted. These modifications usually take the form of transfers—a 
certain amount, by subsequent act, being withdrawn from one use 
and definitely appropriated to another. Modifications of this kind, 
however, should be made only after due consideration, since the 
head of the department should be permitted to make his plans 
and execute them without unnecessary interference being held 
responsible for results. Before transfers are made at the request 
of the head of a department, careful scrutiny should be given to 
determine whether or not the will of the legislative body is not 
being defeated by subterfuge, one function or activity of public 
importance being weakened for the benefit of another in which 
the administrative head may have some special interest. 

Should the function or activity for which supplementary sup- 
port is asked prove a worthy one and, no appropriation for 
another purpose be available, the legislative body still has author- 
ity under many charters to issue bonds in anticipation of future 
levies. As such issues must of necessity become charges against 
future revenues, the legislature must have sufficient reason to 
cause it to forestall the activities of future administrations by 
support given to the present. The practice when regularly 
indulged in leads to an increase in the funded debt—a result 
which is wrong in principle, being in the nature of the capitaliza- 
tion of expenses, or the deferring of the operating cost of the 
present to be met by a future generation. Such a practice if 
continued must ultimately impair the credit of the municipality. 
Only emergencies which may not be foreseen should warrant the 
issue of bonds for current expenses, the retainment of which 
should be immediately provided for in subsequent budgets and 
tax levies. 
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EDITORIAL. 
Professional Ethics. 


THE JOURNAL is glad to be able to print in this number, by 
the courtesy of the officers of the American Association, Mr. 
Sterrett’s able paper on Professional Ethics, which is to be taken 
up and discussed in the Annual Meeting at St. Paul. We wish 
that every practicing accountant, and every young man who is 
now planning to enter the accounting profession, might give this 
paper a careful reading. If all accountants could be induced to 
follow the high standard which Mr. Sterrett here sets up, the 
profession of Accountancy would more rapidly gain the public 
recognition for which it is now struggling. 

With regard to relations to clients we doubt if any exceptions 
can be taken to the rules of conduct which Mr. Sterrett lays down. 
The accountant should, in the first place, preserve in strictest con- 
fidence information in regard to his client’s affairs; second, he 
should give his client the best that is in him; third, when his client 
is in the wrong he should fearlessly tell him so; fourth, he should 
be courteous and tactful, careful not to give offense either to his 
client or to his client’s humblest employee. These four “ oughts ” 
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possess a self-evident imperative. The accountant who ignores 
any one of them will receive the swift punishment he deserves, 
for he will be a failure. 

We endorse without reservation every word of that part of 
Mr. Sterrett’s paper which treats of the accountant’s relation 
to the public, yet we fear that some accountants will secretly hold 
that he is exacting a perfection of conduct which is unattainable 
or at least impracticable. All will doubtless agree that an 
accountant should not lend his assistance to the directors of a 
corporation when it is evident that they are planning to defraud 
those “obscure individuals’ who constitute the minority. But 
we fear some accountants will hold that it is no part of their busi- 
ness to divine the secret plans of the directors, they being respon- 
sible only for the correctness of the statements to which they 
subscribe. Frequently the officers of a corporation call upon an 
accountant for a limited investigation, certain transactions or 
certain departments of the corporation being withheld from his 
scrutiny. Under these circumstances he may make a truthful 
report and yet indirectly be a party to fraud and deceit, for the 
officers of the corporation may make such use of his words as to 
lead the careless public to believe that his report was based upon 
a complete examination. Is this right? Shall the Profession 
of Accountancy permit itself to be used as the catspaw of dis- 
honesty? High-minded men can give but one answer to this 
question. We believe that the American Association heartily 
endorse Mr. Sterrett’s views upon these points. 

In this part of his subject Mr. Sterrett fails to take up one 
topic which bids fair to possess great importance, namely, the 
duties of accountants in public office. American business men are 
just beginning to learn that a real audit is something more than 
the product of a mere examination of papers and that a thorough- 
going accountant is not satisfied merely because the books ba!- 
ance. In other words they are beginning to realize that the Pro- 
fession of Accountancy stands for something more than book- 
keeping. The future of the Profession in the United States 
hinges on the growth of this sentiment among business men. 
How important is it, therefore, that the accountants who are 
selected for public service should be men who will do honor to 
their profession. If an accountant is elected to the office of 
Comptroller or Commissioner of Accounts in a municipality, he 
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must be made to feel that he owes higher and stronger fealty to 
his profession than to any political party or political boss. He 
must put accountancy before politics. If he uses his office for 
personal profit or deliberately violates the rules of honest account- 
ing for the advancement of party interest, he jeopardizes the 
standing and reputation of the Profession, and should be cen- 
sured by his professional brethren, even though his conduct has 
not been in open violation of the law. This is most important, 
for the accountant in office is in the public eye, and people are 
prone to think him a type of his brethren. 

Over one-half of Mr. Sterrett’s paper is devoted to the 
accountant’s relations with his professional brethren. This is 
perhaps the most difficult part of his subject and Mr. Sterrett 
handles it with great tact.. The key-note of all the rules of con- 
duct here laid down is found in the precept declaring that first 
of all accountants should seek for the good will of their brother 
accountants. The accountant who seeks to get business without 
regard to the susceptibilities of his brethren may be a business 
man, and for a time may gain a large income, but he has no place 
in the profession of accountancy any more than a quack has in 
the profession of medicine. Whatever the outcome may be of 
certain unsettled questions—such as the propriety of advertising, 
of contingent fees, of audit companies controlled by directors 
who are not accountants—we can be certain that in the iong run 
no accountant or set of accountants will achieve the highest suc- 
cess if they persistently defy the opinions of the majority or vio- 
late the ethical standards in which that majority believe. 


The Annual Meeting. 


There is every reason to expect that the Annual Meeting of 
the American Association of Public Accountants, to be held in 
St. Paul, October 15-17, will be the most interesting and profitable 
meeting which the Association has ever held. The programme 
is a most attractive one, beginning with addresses of welcome by 
Governor John A. Johnson, of Minnesota, and Mayor Robert A. 
Smith, of St. Paul, and concluding with a luncheon at the St. 
Paul Town and Country Club. The Tuesday sessions will be 
devoted to important business matters, and the Wednesday morn- 
ing session will be taken up by a discussion of the interesting 
subject of Professional Ethics, Mr. J. E. Sterrett leading. The 
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programme indicates that the hospitable people of Minnesota are 
planning to do their best to make the members of the Association 
feel at home and have a good time. 

It is to be hoped that every accountant who can possibly do 
so will attend this meeting and take some part in its deliberations 
and discussions. We would call notice to the fact that every man 
interested in accountancy will be welcome not only in St. Paul 
during the week of the meeting, but also at the meeting itself. The 
American Association does not aim to be an exclusive or clannish 
organization. It is animated by a liberal and catholic spirit, and 
seeks to attract the support and friendship of all men interested 
in the Profession of Accountancy. 


Is There an Accountant Type? 


“He looks like a doctor. I should never have guessed that he was a 
lawyer. He looks too comfortable.” Remarks of this sort we frequently 
hear, for in the minds of most men there exists a typical representative of 
each one of the older professions. The doctor must not be thin or 
worried; the lawyer should not amass avoirdupois; the college professor 
must be absent-minded; the clergyman must look both ascetic and sympa- 
thetic. How about the accountant? Has his calling made a mark on his 
brow? There is no pressing urgency about this question, but we are glad 
it has been raised by the London Incorporated Accountant's Journal. Our 
contemporary concludes an interesting inquiry into the subject as follows: 

Professor Dicksee, advising auditors upon their duties, enumerates 
among their other required accomplishments, “tact, caution, firmness, 
fairness, courage, integrity, discretion, industry, patience, judgment.” It is 
doubtful whether any one man could embody all these and survive; but 
regarded merely as a desirable goal, it is easy to understand how in the 
strife to attain it you may rear a man of special type—a special mental 
type, at least, if not a physical. We have not yet had time, perhaps, to 
evolve “the accountant face,” but that _ something has already been 
achieved towards the creation of a type is, we think, beyond question. 
How many there are within our knowledge who embody many of the 
qualities indicated—the quiet, receptive, somewhat uncommunicative man, 
modest, but with a soupcon of doubt or suspicion in his eyes, the doubt 
which requires proof, the suspicion that things are not always what they 
seem. A decorous, reserved man, the very antithesis of your blustering, 
hail-fellow-well-met person, who smacks his friends on the back. Clearly 
at least, there is something which the typical accountant is not, and if that 
process of exclusion be extended, we shall be able ere long to say more 
definitely, and with greater exactness, what he is. 


Mr. Philip B. Gaynor, C. P. A., has been appointed Commissioner of 
Accounts of New York City in the place of Mr. John C. Hertle, resigned. 
Mr. Gaynor received his C. P. A. certificate this year after examination. 
He is a member of the New York State Society. 
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The periodical literature of business is enormous in volume, but not impressive in 
quality. Too much of itis mere gossip or disguised advertising or superficial re- 
hash of what sensible business men already know. But among the chaff there are 
always a few grains of wheat which ought not to be allowed to go to waste. It is 
the purpose of this department to pick out and summarize some of the articles that 
are worth attention. As no one man could possibly cover the whole field, the editor 
will be grateful to anyone who will take the trouble to call his attention to articles 
that have been found useful. 


Standardizing Governmental Accounts. 


The Government Accountant for September, 1907, contains an interest- 
ing account by Mr. Le Grand Powers, Chief Statistician, Bureau of the 
Census, of the movement toward standardizing governmental accounts. 
Minnesota was the first to pass legislation looking toward a more uniform 
system of accounting in the various counties. In 1865 the Legislature 
passed an act providing that “On the first Tuesday in January of each 
year the County Commissioners shall prepare, or cause to be prepared, a 
full and accurate statement, for the preceding fiscal year, of county 
receipts, expenditures, and of its assets and liabilities; this statement to 
contain a full and correct description of each item, from whom and on 
what account received, to whom paid and on what account paid; and that 
this report shall be posted by them, and also published in a newspaper 
with the County for three successive weeks, within thirty days after the 
first Tuesday in January.” This still left room for much evil resulting 
from ignorance on part of officials, and in 1878, by further legislation, this 
was corrected. This was the first advanced legislation in United States 
providing for a correct and uniform system of bookkeeping and adequate 
means for State control and inspection, and punishment in cases of 
non-compliance by County officials. 

That Minnesota’s attempt to acquire a system of supervising and 
keeping fiscal accounts had practical and beneficial results may be seen 
from the following, quoted from Professor Felter: 


“County officers were found to be derelict in their duties, books and 
accounts were confused, bondsmen were lacking, public funds were yield- 
ing large interest payments to the private purses of treasurers, several 
commissioners, auditors, and sheriffs were receiving unusual and illegal 
fees, money was being paid out without warrants and received without 
records, besides numberless petty irregularities. Most of these evils were 
corrected within a few years, notwithstanding the fact that the examiner 
has never been granted adequate clerical help. In 1878 only seventeen 
counties received interest on public funds, to the amount of $7,000. In 
1886 fifty-seven counties received $29,000. This item alone recompenses 
the State beyond the expenses of the examiner’s office. In the early 
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years of the Statute the examiner secured the suspension of several county 
officers for incompetence and malfeasance.” ; 
Minnesota was followed in 1887 by Massachusetts, which placed the 


supervision of County accounts under the commissioners of savings banks. 
The third State to take steps in this direction was Wyoming. This State 
embodied a provision in her constitution requiring that “accounts of the 
State, state institution, and counties, should be subject to official super- 
vision similar to that enforced by other States upon banks and savings 
institutions.” In 1892 an act was passed in accordance with the above 
provision, and as a result the expenditures of the counties then was 
reduced from $412,000 to $295,000. And this in face of the fact that popu- 
lation had increased 30 per cent. and the people had received better 
service. 

“North and South Dakota have laws similar to those of Minnesota 
and Wyoming, and in nearly every State striking events are frequently 
coming to the surface which demonstrate that there is a general waste of 
public money that could doubtless be avoided by the wise application of 
the legal principles of the five States mentioned.” 

The other chief direction which this movement for a standardization 
of accounts has taken is toward the systematizing of municipal book- 
keeping under state authority. The author quotes the resolutions adopted 
by the League of American Municipalities, and gives further instances of 
the movement which have been carried on through organization of 
business men. Mr. Powers very aptly compares the standardization of 
government accounts to the standardization of wares in the industrial 
world. In closing he says: “The student of public finance who in the 
past has striven to use the published reports of two or more cities to 
make comparison between the cost of any governmental function has 
found more difficulty and more occasion for profanity than ever con- 
fronted the householder of the old days when attempting to put up his 
stove pipes in the autumn. The application of uniformity makes com- 
parison simple, easy, and direct, and—as seen in the history of country 
accounts—it leads to immense saving. It must revolutionize the man- 
agement of cities, as it has the government of counties where the system 
has been fully introducd and enforced. 

“But the adoption of standard or uniform accounts has a still further 
application for the case of large cities and governments such as that of 
the United States. By making appropriation fors for the different depart- 
ments along similar lines and keeping accounts of expenditures by sim- 
ilar methods, and by the use of identical forms, the expenses of one 
department or branch of government may be made a check upon, or a 
test of others. Governmental work is further simplified, and chances for 
fraud and incompetency are lessened.” 


Classifications of Electric Railway Operating Expenses. 
The Electric Railway Review for October 5, 1907, presents in parallel 


columns for comparison three different classifications of electric railway 
operating expenses. One classification is that adopted by the American 
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Street and Interurban Railway Accountants Association; the second is 
that promulgated by the Interstate Commerce Commission for the guidance 
of interstate lines; the third is the one adopted September 1, 1907, by the 
Ohio Electric Railway. The comparison, therefore, is particularly inter- 
esting because it represents three quite distinct points of view. The 
Electric Railway Review in its editorial column says: 

“ Striking variation will be noted in the number of primary accounts 
in the various classifications. The Accountants’ association classification 
contains 38 accounts, the interstate commerce commission prescribes 123, 
and the Ohio Electric Railway uses 69. Some of the primary accounts of 
the commission, touching particularly the maintenance of equipment and 
the transportation expenses, relate solely to the needs of steam roads; 
and this classification is therefore amplified considerably beyond the 
requirements of exclusively electric railways. Although the Ohio Electric 
Railway classification follows the Accountants’ form in some respects, it 
conforms more closely, in its division of primary accounts and its ampli- 
fication, to the interstate commerce commission classification. The work 
of preparing a new classification was undertaken by Mr. Glover some 
months ago, while he was auditor of the Indiana, Columbus & Eastern 
and the Lima & Toledo traction companies, the properties of which now 
comprise the Ohio Electric Railway. The latter company operates about 
550 miles of track. 

“Tt will be observed that the Ohio classification provides for ‘ Traffic 
Expenses’; but its division of ‘Transportation Expenses’ as between 
(1) ‘Power Plan Operation’ and (2) ‘Station and Car Operation’ is 
similar to the separation in the association form. Under maintenance of 
way and structures certain differences will be noticed. The Ohio com- 
pany considers ‘Cleaning, Sanding, and Watering Track’ and ‘Removal 
of Snow and Ice’ proper charges to ‘ Maintenance of Way and Struc- 
tures.’ The commission classifies in a similar way ‘Removal of Snow, 
Sand, and Ice.’ The Accountants association, however, regards ‘ Clean- 
ing and Sanding Track’ and ‘Removal of Snow and Ice’ as proper 
charges to ‘Transportation: Operation of Cars.’” 


The Cost of Strikes. 


American Industries for October contains a statistical article by Mr. 
E. C. Howland on “The Cost of Strikes—Who Pays?” The loss to the 
country caused by strikes during the twenty years, from 1881 to 1900 
inclusive, amounted to 2,789,160 working days and the total direct finan- 
cial loss reached $500,000,000. These figures do not include the loss from 
lockouts which was almost as great. The assistance given to strikers and 
to men locked out during those years amounted, as nearly as can be 
estimated, to about $20,000,000. “It is of interest to note,” says Mr. 
Howland, “that the greatest number of strikes in any one industry was 
in the building trades, where there were 26.02 per cent. of all strikes and 
38.53 per cent. of all establishments involved. More strikers and more 
employees thrown out of work by strikes were affected in the coal and 
coke industries than in any other. 
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“As might be assumed, the great industrial states were more affected 
than any others by strikes and lockouts. Thus New York, Pennsylvania, 
Illinois, Massachusetts, and Ohio were the scenes of 63.46 per cent. of all 
strikes, and 69.44 per cent. of all establishments involved in strikes, 56.22 
per cent. of all lockouts and 77.99 per cent. of all establishments involved 
in lockouts. Nevertheless it is important to observe that these five states 
had in 1900 only 45 per cent. of all the manufacturing establishments of 
the country. In considering the cost of strikes, it is necessary to look at 
their success and failure. The statistics show that in the twenty-five years 
covered, in 47.94 per cent. of the establishments where strikes occurred, 
the strikers succeeded in winning all their demands; they succeeded partly 
in 15.28 per cent., although in 36.78 per cent. of the establishments the 
strikers failed entirely to win any of their demands. It is significant to 
observe, on the other hand, that the employers, when they took the 
initiative and locked out their employees, succeeded more often than they 
failed. In 57.20 per cent. of the establishments involved the lockouts 
resulted wholly in favor of employers; they succeeded partly in 10.71 per 
cent. and failed in 32.09 per cent.” 


The Symposium on Over Capitalization. 


Following are extracts from comments in the financial and industrial 
press on THE JouRNAL’s symposium in the September issue on “ Railroad 
Over Capitalization” : 


The practical and the theoretical viewpoints are presented, and a more 
illuminating and informative chapter on this important question than this 
symposium has seldom seen print. On the fundamental principles 
involved in this issue the six writers are practically in accord, and no 
violent opposition marks their utterances. From this it is fairly inferable 
that intelligent and fair-minded men view the question dispassionately, 
and that rabid partisanship and misleading discussion are confined to the 
muckrakers and sensational newspapers—TuHe Watt Street SUMMARY. 

An interesting study of “ Railroad Over Capitalization” is presented 
in the current number of the Journal of Accountancy, which publishes 
articles on the subject by one newspaper editor, one writer on railroad 
finance, two university professors, and two practical railroad men. 

It can but be admitted that the course of some Legislatures in dealing 
with the railroads has been of such a character as to push them toward 
the region of hard times. It can be hoped, however, that the efforts 
which are being made by cool and sane heads to check the widespread 
attacks on corporations will be of avail and prevent a period of severe 
retrenchment that would be trying to both capital and labor, but par- 
ticularly to the latter—-THr MANUFACTURERS’ RECORD. 


Mr. Edmund U. Stone and Mr. W. H. Latham have formed a partner- 
ship for the practice of public accountancy under the firm name of Stone, 
Latham & Co., with offices at 63 Wall Street, New York City. Mr. 
Latham also continues his office in Jersey City, N. J. 
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THE BOND BUYERS’ DICTIONARY. Edited by S. A. Nelson. S. A. Nel- 
son & Company, New York. 1907. Pages 174. Price $2.00. 

This is a unique little volume and one of real value to investors, 
students of finance, and, in fact, all who have to do with investment 
securities. It is not merely a dictionary but also a source of general 
information about bonds of all kinds. Indeed it might be called an 
encyclopedia of bonds on a small scale. The editor’s method is to discuss 
the most important topics under each of the following heads: Govern- 
ment Bonds; Municipal Bonds; Railroad Bonds; Real Estate Mortgage 
Bonds; Industrial and Public Service Bonds; Savings Banks and Bonds; 
Underwriting and Distributing Bonds. The following are some of the 
topics which are considered: Variations in Value of Government 
Bonds, How Municipal Bond Values are Judged, A Study in Convertible 
Bonds, Relative Merits of Railroad Bonds and Guaranteed Real Estate 
Mortgages, Status of First Mortgage Bondholders, Telephone Bonds, 
Savings Bank Investment Laws, Distribution of Bonds by Underwriters. 
Much of the matter in this volume is the editor’s own work, but the 
majority of the short essays under each heading are taken from standard 
publications, such as The Wall Street Journal, The New York Evening 
Post, The World’s Work, and so on. 


THE MANUAL OF STATISTICS. Stock Exchange Hand Book. The 
Manual of Statistics Company. New York. 1907. Pages 1064. Price 
$5.00. 

Each recurring edition of this annual publication deserves a hearty 
welcome. The list of the railroad and industrial securities of the United 
States is as complete as could be expected and the information about 
each company is concisely stated and yet satisfactory. In almost every 
paragraph the reader finds evidence that not mere hack work, but sound 
knowledge and intelligent judgment have been devoted to the preparation 
of the volume. 

The manual contains certain valuable features not to be found in other 
similar annuals. Among them are the list of the securities handled in all 
the important exchanges of the United States, with the range of prices of 
each stock within the last three years; a series of valuable and interesting 
statistical tables; a list of the principal banks and trust companies of the 
United States with records of their dividends for the last five years and 
the prices of their stocks. The volume is well indexed and well bound. 
SELECTED READINGS IN ECONOMICS. By Charles J.Bullock, Assistant 

Professor of Economics in Harvard University. Ginn & Company. 
New York. 1907. 

This volume is one of the series in the “ Selections and Documents in 

Economics” edited by Professor Ripley. 
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Such a book serves admirably the purpose of a course in collateral 
reading in connection with a general study of economics. From a peda- 
gogical point of view it will probably prove of more benefit to the teacher 
or perhaps the advanced student than to the undergraduate. It no doubt 
will tend to enrich the instruction where the original documents are not 
to be obtained, but all such collections tend to deprive the student of two 
valuable advantages. The one is the power acquired through a searching 
of many volumes and the other is the lesson to be gained from following 
a masterpiece and observing the method of attack used by a master in the 
development of his subject. Nevertheless there is a large public to which 
such a volume appeals outside the class of students as that term is gen- 
erally used. These are the large number of business men who are inter- 
ested in public and economic questions but have not the time to under- 
take a long and tedious search through the vast amount of economic 
literature for authoritative opinions upon many of the principles involved 
in a science of business relations. Neither has this class of men an oppor- 
tunity to select those ideas which are generally accepted as the best con- 
temporary economic doctrine. Such a collection of selected readings as 
Professor Bullock has given us serves, therefore, not only as a time 
saver, but as a guide to some of the best expressed opinion upon economic 
questions. Chapters which would be of direct interest to the business 
man and from which the character of the whole may be judged are the 
following: The Organization of Exchange; Prices; The Regulation of a 
Bank Note Currency; and Socialism. 

Professor Bullock is already the author of one of the sanest text books 
on economics that has been published, and this same characteristic is 
evident in his present collection. L. G. 


LOOSE LEAF BOOKS AND SYSTEMS FOR GENERAL BUSINESS. By 
F. W. Risque. Publishers, R. P. Studley & Co., St. Louis, Mo. 1907 


The appearance of this book is the natural outcome of the interest 
displayed by the business public. Technical journals of all kinds are 
constantly printing articles treating of the merits of “Loose Leaf” as 
applied to accounting. It is the outgrowth of that desire on the part of 
the progressive business man to reduce costs and to increase efficiency. 
Mr. Risque has presented a book of great practical worth, in that he 
treats in a brief and concise form of the modern accounting appliances. 
His book is about the only thing of the kind in permanent form for the 
literature upon loose leaf systems is confined principally to current 
periodicals or advertisements. 

There is hardly a word of “ Theory” in the book, nor is it a treatise 
on accounting, “but simply how to use, to the best advantage, modern 
appliances.” 

Much emphasis is placed upon the cuts and illustrations; and it is a 
pleasure to note that they are of sufficient size, clear, and distinct. This 
is not true of most literature on this subject. Furthermore there is 
included a full set of forms and inserts of standard size. 

Taken altogether the book is the best that has appeared on this subject. 
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Meetings of Societies. 


Twentieth Annual Meeting. 


The Committee on the Annual Te of The American Association 
of Public Accountants, composed of E. Sells, President of the Asso- 
ciation; Herbert M. Temple, “we ttle a Porter Joplin, and H. R. 
Hayden, have completed the preliminary arrangements. 

The meeting will be held at St. Paul and Minneapolis, Minnesota, on 
Tuesday, Wednesday and Thursday, October 15, 16, and 17, 1907. Head- 
quarters will be at the Parlors of the St. Paul Commercial Club, Fourth 
and Minnesota Streets, on the ninth floor of the Germania Life Insurance 
Company’s Building, St. Paul, Minn. 

This meeting of The American Association of Public Accountants will 
no doubt be of. greater interest and of more importance to the members 
and the profession, than any of the annual meetings heretofore held, 
because of several matters of vital interest, which will be brought up for 
consideration. 

To comply with the evident wishes of a large majority, and in order 
that many important subjects may be considered, the President and 
Annual Meeting Committee have arranged the calendar so as to devote 
the major time of the meeting to the consideration of papers, which will 
be presented (all papers to be printed), and will be found of great 
general interest. 

All delegates and members are most cordially invited to bring their 
ladies to the meeting, the ladies being tendered a special invitation to 
attend and enjoy the entertainment, which will be provided for them by 
the Minnesota Society of Public Accountants. 

To the Public Accountants that are not members of The American 
Association, an invitation is particularly extended, and it is sincerely 
hoped that many of them will accept. 

Section 3 of Article 3 of the Constitution and By-Laws of The 
American Association, provide as follows: 

“Each State or district Society may determine as to the number 
of its delegates to this Association, not to exceed, however, one 
delegate for every ten Fellows, and provided that at least ten days 
prior to every meeting of the Association, the Secretary of each 
State or district Society shall be required to furnish a properly 
attested certificate of the names of delegates or alternates thereto, 
who have been duly elected to represent such Society, and also to 
state thereon, the number of Fellow members of such Society.” 


Each Fellow at Large is entitled to the same privileges as a delegate, 
at jane only by the provisions of Sections 4 and 5 of Article 3 of the 

y-Laws. 

Each member of the Association will have the privilege of inviting two 
friends to attend all the proceedings as his guests, and at his expense. 

Visitors will be welcomed to the open meetings. 

The Annual Banquet is a social affair, in charge of and under the 
supervision of The American Association of Public Accountants, and will 
be held Wednesday evening, October 16, at the Hotel Aberdeen, St. Paul. 

Tickets to this Banquet, have by custom been fixed at the price of 
$5.00, and may be obtained from the Chairman of the 1907 Annual Meet- 
ing Committee, 602 Germania Life Building, St. Paul, or by application 
to the Secretary, T. Cullen Roberts, 56 Pine Street, New York. Arrange- 
ments are perfected to have the ladies present at this Banquet. 

The Committee announces the following list of speakers: 

Toastmaster—Col. Franklin Allen, President of the New York 
Society of Certified Public Accountants. 

The President—Hon. E. A. Jaggard, of the Minnesota Supreme Court. 

The American Association of Public Accountants—Herbert M. 
Temple, President of the Minnesota Society of Public Accountants. 
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Federal Supervision—A. B. Stickney, President of the Chicago, Great 
Western Railway. ; 

The Public Accountant and the Banker—Hon. Geo. E. Roberts, Presi- 
dent of the Commercial National Bank, Chicago. 

The Public Accountant—Adam A. Ross, Jr., President of the Pennsyl- 
vania Society of Certified Public Accountants. ; 

The Public Accountant and the Lawyer in Commercial Enterprises— 
Albert N. Eastman, President of the Commercial Law League of the 
United States, Chicago. 

The Public Accountant From a National Standpoint—Hon. Frank M. 
Nye, M. C., Minneapolis, Minn. 

C. P. A. Legislation—S. S. Gregory, of the Illinois C. P. A. Examining 
Board. 

Accountants of Western Canada—W. Sidney Ronald, President of the 
Manitoba Institute of Chartered Accountants, Winnipeg. 

Our Guests—T. F. Smith, President, Consolidated Publicity Bureau; 
St. Paul. 

The West—A. E. Fowlie, President, Colorado Society of Public 
Accountants, Denver. 

The Ladies—Jos. French Johnson, Dean of the New York University 
School of Commerce, Accounts and Finance. 

The Credential Committee will be in attendance with the local com- 
mittee of the Minnesota Society of Public Accountants, at the St. Paul 
Commercial Club headquarters, on Monday and Tuesday morning, 
October 14 and 15, at 9 o'clock, to receive the credentials of delegates and 
members. 

The Chairman of the 1907 Annual Meeting Committee announces that 
the Minnesota Society of Public Accountants has made every preparation 
for the entertainment of those attending the Annual Meeting, and that 
special entertainment has been provided for the ladies. 

The Annual Meeting of The American Association Golf Club will be 
at the Town and Country Club, St. Paul, Thursday afternoon, October 
17, 1907, 3 p. m. 

The eighteen hole course of the Town and Country Club is considered 
one of the finest in the United States. 

The Committees in charge of the entertainment features of the Annual 
Meeting have been made up from the Minnesota Society of Public 
Accountants, and St. Paul Commercial Club, as follows: 


Finance Committee. 
N. B. Hinckley; C. P. Stine; H. M. Temple. 


Entertainment Committee. 


The Minnesota Society of Public Accountants; the St. Paul Commer- 


cial Club Committee. Reception Committee. 


F. H. Wendell; R. D. Webb; H. R. Hayden; H. M. Temple; G. B. 
Green; F. Y. Locke; T. F. Smith; Louis Betz; John Caulfield; John 
R. Mitchell. Hotel Committee. 
G. B. Green; F. G. Leslie; H. J. Freeman; Lee Hall. 
Badge, Printing, etc., Committee. 

H. R. Hayden; N. B. Hinckley; Louis Betz; F. G. Leslie. 
Local Committee for Registration. 

H. J. Freeman; Lee Hall. 


For the Minnesota Society of Public Accountants. 


Mrs. H. M. Temple; Mrs. F. H. Wendell; Mrs. H. R. Hayden; Mrs. 
G. B. Green; Mrs. N. B. Hinckley; Mrs. R. D. Webb. 
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For the St. Paul Commercial Club. 


Mrs. F. Y. Locke; Mrs. T. F. Smith; Mrs. Lee Hall; Mrs. F. G. 
Leslie; Mrs. John R. Mitchell; Mrs. John Caulfield. 


PRELIMINARY CALENDAR. 
Monday, October 14, 1907. 


10 a. m.—Preliminary and informal meeting of Trustees in parlors of 
St. Paul Commercial Club, for the purpose of considering the details pre- 
liminary to the Annual Meeting, and reports of Committees. Preparation 
of agenda. Tuesday, October 15,1907. 


10 a. m.—First session of Annual Meeting, parlor St. Paul Commercial 
Club. Address of welcome by Hon. John A. Johnson, Governor of 
Minnesota, and Hon. Robt. A. Smith, Mayor of St. Paul. Adournment 
to 2 p. m. 

10.30 a. m.—Meeting of Board of Trustees. Consideration of agenda. 

12.00—Adjournment of Meeting of Trustees. 

12.30—Luncheon given by the Minnesota Society of Public Account- 
ants, at the St. Paul Commercial Club. 

2 p. m.—Second session of Annual Meeting. Confirmation of Minutes 
of preceding meeting, communications and motions. Reports of officers, 
unfinished business and reports of committees. 

6 p. m.—Adjournment. 

8 p. m—Reception to the American Association by the Minnesota 
ed of Public Accountants, at parlors of the St. Paul Commercial 


lub. Wednesday, October 16, 1907. 


9 a. m.—Third session of Annual Meeting, St. Paul Commercial Club. 
Paper by J. E. Sterrett, subject “ Professional Ethics.” Papers on other 
important topics by members of the various State Societies. 

11.30 a. m.—Adjournment. 

2 p. m.—Fourth session of Annual Meeting. Reports of State 
Societies. Election of officers and trustees. 

7 p. m—Annual Banquet, Hotel Aberdeen. 


Thursday, October 17, 1907. 


9g a. m.—Fifth session of Annual Meeting, parlors of the St. Paul Com- 
mercial Club. Adjournment to Mayor’s Reception Room, City Hall, 
Minneapolis. Presentation of Prize Papers: ‘“ Bank Audits,” “ Muni- 
cipal Audits.” New business, motions and resolutions. Adjournment. 

2 p. m—Luncheon, at St. Paul Town and Country Club. 

3 p. m—Meeting of new Board of Trustees. Meeting of American 
Association Golf Club. 

Pictures. 


Death of a Great English Accountant. 


Mr. Alexander Young, F. C. A., head of the firm of Turquand, Youngs 
& Co. of London, died at Pontresina, August 15, aged 79 years. In its 
obituary notice the London Times says of Mr. Young: “He has in his 
particular line been one of the most important men in the City of London, 
and at times of crisis or financial difficulty there was no man whose ser- 
vices were in greater demand on behalf of banks and public companies.” 
We learn from the London Accountant that Mr. Young was of Scotch 
origin. He attained celebrity, says the Accountant, in other than account- 
ancy and financial circles, for he was a passionate devotee to art. “Until 
the recent purchase of the Kann collection, the sale of the Alexander 
Young collection of some 600 pictures and drawings, for the sum of 
£525,000, was the largest single ‘deal’ on record.” 
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C. P. A. Question Department. 


Conpuctep By Leo GREENDLINGER, B. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time 
improve shortcomings. To solve, compare, and criticise C. P. A. problems, and thereby 
to aid in bringing about a uniform American standard for C. P. A. examinations, is the 
object of this department. With the aid of suggestions and criticism from the professional 
brethren, it can undoubtedly be achieved. Inquiries will be cheerfully answered. 


Following are the second, third, fourth, fifth, and sixth questions in the 
subject of Theory of Accounts, also the third problem in Practical 
Accounting, set in the Michigan C. P. A. examination papers in July, 1906. 


QUESTIONS IN THEORY OF ACCOUNTS. 

2 What books are necessary for recording the transactions of an 
incorporated company? State the use of each book mentioned. 

3 Define the following: (a) Fixed assets and fixed liabilities. (b) 
Current assets and current liabllities. 

4 Define “ Merchandise Account” and state how in your opinion it 
should be kept. 

5 What is the purpose of the following accounts, and how are they 
created on the books: (a) Sinking Funds? (b) Reserve Funds? (c) 
Depreciation? (d) Good will? 

6 Name the various forms of Capital Stock, with full explanations. 


SOLUTIONS. 


2 In addition to the ordinary books used in mercantile houses, which 
will vary according to the nature of the business, the following auxiliary 
books are necessary, in order to properly record all the transactions 
of an Incorporated Company: 

Minute Book 

Subscription Book. 

Installment Book. 

Installment Scrip Book. 

Stock Certificate Book. 

Stock Ledger. 

Stock Transfer Book. 

Dividend Book. 

The Minute Book contains a record of all the meetings of the stock- 
holders, also of all the meetings of the board of directors. This book is 
usually kept by the secretary of the cornoration. 

The Subscription book is used for the purpose of recording the 
subscriptions of stockholders. It contains the date of record, the names 
and addresses of subscribers, the number of shares, and the amount 
subscribed for by each stockholder. 

The Installment Book is made up from the Subscription Book, and 
contains the name of each subscriber with the amount paid on each 
installment, a record being kept with each installment. 

The Installment Scrip Book is more or less a receipt book for 
installments made. It is a book of blank receipts with stubs, to be filled 
out and signed by the secretary and treasurer as the installments are 
paid, the receipt being given to the subscriber, and the stub retained 
by the secretary. Upon the payment of the last installment the scrip is 
exchanged for certificates of stock. 

The Stock Certificate Book contains blank certificates with stubs to 
be filled out and signed, usually by the president and secretary of the 
corporation; for convenience these certificates are numbered consecu- 


PN AUS Ww 


480 


Michigan C. P. A. Examinations. 


tively. The stockholder signs the stub as a receipt when the certificates 
are issued to him; a transfer form is always printed on the back of the 
certificate to facilitate the transfer or sale of stock. 

The Stock Ledger contains an account with the capital stock, debited 
at par value, and with each stockholder, credited for the amount of 
his stock at par value. When stock is sold the seller is debited and the 
buyer credited, thus preserving the equality of the ledger. 

The Stock Transfer Book is used to record the transfer of stock and 
contains the permanent records, which are finally posted to the Stock 
ot gam The last two books are absolutely required by New York State 
aws. 

The Dividend Book, or more properly, The Dividend Receipt Book, is 
used for the purpose of recording each dividend declared and paid. It 
contains a record of each dividend, the shares held by each stockholder, 
and the amount of dividend thereon, with the signature of the stockholder 
as a receipt of his dividend. 

3 (a) Fixed assets is a term given to capital invested in a 
business in the form of plant, machinery, buildings, etc. Fixed lia- 
bilities is a term given to obligations of a concern which are not 
usually paid for a long time to come, such as: bonds and mortgages, and 
which are constant and do not fluctuate. 

(b) Current assets is a term given to assets which may be 
sold or realized without interfering with the plant of a business or its 
operations, such as: Goods, Accounts and Notes Receivable, etc. The 
current assets form the working capital of a business. Current 
liabilities is a term given to claims of creditors which will have to 
be met within a short period of time, such as: Accounts and Notes 
Payable or Bank Overdrafts. 

4 Merchandise account is a term given to an account show- 
ing for a given period the transactions, connected with goods, which 
have taken place during the period. As ordinarily kept, the debit side 
contains: stock on hand at the beginning of the period, purchases during 
the period, and merchandise returned by customers; the credit side con- 
tains: sales made to customers, merchandise returned to creditors during 
the period, and the amount of stock on hand at the end of the period, 
the latter being added to this side when closing the books. If kept in 
this old fashioned way the account is hardly classifiable, in fact we may 
say it is no account at all, because we cannot get a resultant from it. 
The true way is to keep three accounts, namely: Merchandise, Purchases, 
and Sales. The first to represent the Inventory at the beginning, and 
hence an asset, the second to represent additions to the asset, i. e., the 
debit side, to show Gross Purchases and the credit side to show aeiose. 
the resultant would be the Net Purchases, which would be carried to the 
Merchandise Account (Inventory). The Sales Account would be equal- 
ized in the same way to show the result which we would call Net Sales. 
In this way each balance is a definite resultant, and can be used for 
statistical purposes. 

5 (a) The purpose of a sinking fund account is to show the 
amount set aside out of net profits, to provide for the repayment 
of loans falling due at some future time. It is created on the books by 
debiting Net Profit Account and creating Sinking Fund Account, but 
as the fund is invested another entry is made whereby Cash is credited 
and Sinking Fund Investment Account is debited. Income derived from 
such investments must be debited to Cash and credited to Sinking 
Fund Account and then again reinvested. 

(b) The purpose of a reserve fund account is to show the 
amount set aside out of profits to meet contingencies. It is created 
on the books by charging revenue and crediting Reserve Fund Account. 

(c) The purpose of a depreciation account is to show the 
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amount set aside out of profits for the maintenance or replacement of 
assets when such replacement is required by the circumstances of the 
case. The effect of charging against revenue a provision for depre- 
ciation is to retain in the business a certain amount of assets, which in 
the course of time will replace assets that have depreciated. It is created 
on the books by a charge against Revenue, which is credited to the 
Depreciation Account (or to the asset itself). 

(d) The purpose of a goodwill account is to show the amount 
paid by the Vendee to the Vendor for the reputation and connection of 
the established concern. It is created on the books by a charge to 
Goodwill along with Sundry Assets and credited to Sundry Liabilities. 

5 Preferred Stock and Common Stock. The former entitles the 
holders to a fixed rate of dividend out of the profits before the common 
stockholders can receive any at all; it may be cumulative and non- 
cumulative, that is, the dividend may become a liability for the next 
fiscal period, if not earned.in one fiscal period, or the dividend is merely 
passed, no liability being created. 

The circumstances which give rise to Preferred Stock are varied, and 
are generally based upon equity. Thus a corporation may be distressed 
for money, and to relieve the company certain stockholders may advance 
the money needed, for which they receive Preferred Stock. It may also be 
issued in the re-organization of a corporation for the purpose of obtaining 
working capital to carry on the company’s business. 

The latter (Common Stock) is the ordinary share capital of a corpo- 
ration and entitles the holder to a share in the profits in the form of 
dividends that are declared by the directors of the corporation. 


QUESTION 3 IN PRACTICAL ACCOUNTING. 


Following is a list of the Accounts appearing on the Trial Balance 
of a Manufacturing Company which deals in finished Merchandise pur- 
chased as well as in its own products. From this list, and without using 
figures, draw up plans of Financial Statements (Balance Sheet, Manu- 
facturing Account, Profit and Loss Account, etc.) in the form which you 
think most suitable: 

Accounts Payable 

Salaries, Management 

Capital Stock 

Bills Receivable 

Cash 

Bills Payable 

Salaries, Office and Store 

Real Estate 

Fuel 

Insurance (Plant) 

Light 

Freight (on Merchandise purchased) 

Machinery and Tools 

Freight (on Raw Materials) 

Buildings 

Sales (own product) 

Inventory (own products) 

(Raw Materials) 

(partly Manufactured Goods) 
‘a (Merchandise purchased) 

(Repair Supplies) 

Sales (Merchandise purchased) 

Undivided Profits (end of last year) 

Purchases (Merchandise) 

Rent, Factory 

Rent, Store and Office 
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Printing and Stationery 


Accounts Receivable 


Advertising 


Purchases (Raw Material) 


Machinery Repairs 


Productive Labor ( Factory) 


Labor (Warehouse) 
Office Furniture 


Reserve for Bad and Doubtful Accounts 
Reserve for Depreciation 
Insurance (Merchandise) 
Bad and Doubtful Accounts. 
Travelers’ Expenses and Salaries 
Management Salary, Factory 
Management Salary, Office 


Discounts allowed 
Interest Payable 
Depreciation 


Sundry Factory Expenses 
Sundry Office Expenses 


Postage 


Subscriptions and Donations 


Discounts Received 
Rents (Receivable) 


Insurance unexpired, Plant 
Insurance unexpired, Merchandise 


MANUFACTURING ACCOUNT. 


To Inventory of Raw 


Materials........ 
Inventory of partly 
manufact’d goods. 
Purchase of Raw 
Materials........ 
Freight on Raw Ma- 
Productive Labor... 


To Balance from prime 


Machinery 
Less Inven- 


De reciation (on 
uildings and Ma- 
chinery and Tools. 
Insurance on 
plant. . 
Less unex- 


Management Salary 
of factory... 
Sundry Factory 


wee 


By 


By 


Inventory of Raw 
Materials at the 
end of the period. $ 

Goods in process of 
manufacture at 
the end of the 


pe 

Balance (First or 
prime cost of 
goods manufact’d 
during the period) 


Cost of Production. $ 
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TRADING ACCOUNT. 


To Inventory (our own 


By Sales (our own pro- 


duct), less re- 
Manufacturing Bal- turns,  allow- 

Labor (Warehouse). ........ Inventory (our own 
Salaries, Manage- product) at the 

Rent, Store and 

Salaries, Store and 

Insuranco 

Less unex- 

tas 
Travelers’ Expenses 

Discounts allowed. . ........ 

Gross Profit (our own 
To Inventory (Mdse. By Sales (Mdse. b’t.), 

lowances, etc.... $........ 
Freight Inward..... ........ Inventory (Mdse. 

Gross Profit on goods b’t.) at the end of 
PROFIT AND LOSS ACCOUNT. 
To Management Salary, By Gross Profit on our 

own product. ... $........ 
Depreciation of Of- Gross Profit on 

fice Furniture. ... ........ 
Printing and Sta- 

Office Expemses..... ........ 

Bad and Doubtful 

Balance, being ordi- 

nary profit on the 

business for the 

current year...... ........ 

By Balance, being or- 

To Interest Payable. .. $........ dinary profit for 
Net Profit for the the year........ SR 
Discounts Received ........ 

To Surplus. .......... rere By Undivided Profits 
(last year)...... a 

Net Profit current 
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COMMENTS. 


A comparison between the paper on Theory of Accounts and that on 
Practical Accounting will show that the State of Michigan is in line with 
the majority of the other States in undervaluing the importance of a thor- 
ough knowledge in the Theory of Accounts. The paper in Practical 
Accounting contains six questions, with an allowance of 4% hours’ time 
to work them out, covering Cost Accounts, Corporation Accounts, 
Partnership Accounts, etc., of which this third problem is a specimen; 
while the paper in Theory contains questions that have been given and 
repeated, over and over again, at various C. P. A. State Boards, the five 
questions given here being a representation of the paper. 

There is not much to be commented upon, on the solutions of the 
questions in the Theory of Accounts, except that due care was observed 
in answering the questions with regard to nomenclature, so as to avoid 
ambiguity. 

In the solution of question six only two forms of Capital Stock are 
given, omitting entirely Treasury Stock, which omission will be found at 
variance with many distinguished professional men. The view taken here 
is that in so much as Capital Stock is defined to be “the share capital of a 
corporation,” as given in its articles of incorporation, this can only mean 
Common and Preferred Stock, as Treasury Stock is stock that has been 
acquired by the corporation, through purchase or donation, but which 
must have been issued first. 

In the solution of problem three of the Practical Accounting paper, the 
results of the various departments are shown separately; thus the Manu- 
facturing Account is arranged to show, Prime Cost and Cost of Produc- 
tion; the Trading Account, to show Gross Profit on goods manufactured 
and also to show separately Gross Profit on goods bought. 

In this solution it was very convenient to dissect the Inventory, as it 
rightly should be, into the various elements it is composed of, namely: 
Inventory of Raw Materials, Inventory of Finished Goods, etc. In the 
Trading Account such expenditures as Advertising, Insurance on Mer- 
chandise, etc., have been classed in the first section showing Gross Profit 
on our own goods, as from the question it is difficult to draw the line and 
indicate how much of it belongs to the section dealing with our own 
goods, and how much of it belongs to the section showing the result of 
goods purchased. 


fy 
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Ask for rates and specimen copy. 


VAN NORDEN 


24 Stone Street ~ New York 


When writing to adverti§érs, kindly mention this Journal. 


| 


THE JOURNAL OF ACCOUNTANCY I 


Tay tnt This handsome, cloth-bound 
mi kn 152 page book on 


ness man needs to know— 
Business Law is 


points which are commonly 
FREE 


unknown until after the 
damage has been done and 
a loss incurred. It is a 
complete ready refer-nce 
desk manual containing 
an exhaustive subject in- 
dex. The partial list of 
the contents ows 
at a glance the money 
value of this com- 
prehensive book to 
any busines man, 
be he employer, 
large or small— 
be he employee, 
no matter what 
his position. 
Is it 
not 
better to 
havesuch 

a book as 
this con- 
stantly at 
your finger 
ends? Better 
than to have 
to WAIT for 
and PAY for an 
attorney’s ad- 
vice? Better 
than to _ blunder, 
through igner- 
ance, and make 
mistakes that may 
cost you money and 
run you into debt? 
Yet you can have a 
copy FREE. See 
offer. Simply snip 
off, sign and send the 
coupon below. 


SPECIAL FREE OFFE This book will be given FREE of all cost in con- P Enclosed <7 # 
nection with a trial subscription tothe AMERI- .“ for which = Poses 
CAN BUSINESS MAN. This great illustrated monthly magazine, containing practical, pointed articles . the American Busi —_ 
by the world’s greatest business men, will help you to solve your own business problems and perplex- f Man for one year, ane 
ities - will make your day's work lighter and more productive—will put ideasin your head and dol- ff alsosend me ane pery a 
lars in your pocket—a magazine full of practical busines: help and business interest. Our present special offer, - c — 
offer is: Simply send us a $2 bill, and we will enroll your name for twelve months, and we will f paid, one copy 0 —s . 
send you AT ONCE, all charges prepaid,a perfect cepy of this valuable 152 page cloth-bound Pa 
book that will easily pay you usurious interest on yourinvestment. Twelve issues of the .” Name__..-.---------- eoeeeee----- 
AMERICAN BUSINESS MAN—nearly pages—any page of which may 
contain a money-making idea— together with this substantial, practical, instructive 
book on edinens rom Ae all for $2 if you send the coupon mad g Act AT once / Send to American Business Man, Pisher Bidg., Chicago. 


Send the Coupon to AMERICAN BUSINESS MAN, Fisher Building, Chicago. 


When writing to advertisers, kindly mention this Journal. 
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The Art of Wall Street Investing 


By JOHN MOODY 


This is the first modern attempt to cover the subject in such a 
way as to be of interest to the individual investor as well as the 
more expert banker and broker. It is a practical hand-book for 
investors. 


Price, $1.00 net By Mail, $1.10 


The Pitfalls of Speculation 


By THOMAS GIBSON 


Deals exclusively with marginal speculation and analyzes in a 
clear and simple manner the causes of failure in speculation, with 
a suggestion as to the remedies.» Widely commended by the news- 
paper press. 
Price, $1.00 net By Mail, $1.10 


The Gold Supply and Prosperity 


A consideration of the steadily increasing production of gold and 
its effect upon prices, wages, rents, interest, industry, securi- 
ties, business-ethics, politics and society. By Horace White, Irving 
Fisher, John B. Clark, Maurice L. Muhleman, Ellis H. Roberts. 
John DeWitt Warner, Robert Goodbody and others. 


Price, $1.00 net By Mail, $1.10 


Moody’s Magazine 


A monthly review for Investors, Bankers and Men of Affairs. 
Subscription Price, $3.00 per year 


The four issues—three books and Moody’s Magazine for a year— 
sent to any address in this country for a remittance of $5.00. 
Foreign subscriptions should include postage on books and 72 
cents per year for the Magazine. 

Any one of the four furnished separately on receipt of the price 
indicated. 

Make checks to the order of 


MOODY’S MAGAZINE 


35 Nassau Street New York City 


When writing to advertisers, kindly mention this Journal. 
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the Book 


that will prove of the greatest value in the office of every Accountant and 
Business Man worthy the title. 

It is the first complete and comprehensive book written on ‘‘Loose Leaf 
Books and Systems.” 

The author, Mr. Risque, is an Accountant of many years practical ex- 
perience, who has made a study of labor saving devices, introduced them in 
many banks and business houses. He explains fully, yet concisely, what 
class of cover suits each particular desk or system, his explanation of leading 
systems suggests not only a comprehensive adaptability, but also points out 
the smaller and seemingly trifling details which should enable the reader to 
avoid mistakes so often made, and at times, quite costly. 

The fifty-six full working size headings and rulings of Cash Book, Jour- 
nal, Ledger, Price and Cost Inventory and other blanks have the most mod- 
ern arrangement and all devised to furnish details, which may be needed and 
omit unnecessary and useless records. In fact, the aim is to secure System, 
devoid of “red tape,’ and the priceof Loose Leaf Books and Systems is 
only $3.00. 


The Accountancy Publishing Co. 


32 Waverly Place, New York 


When writing to advertisers, kindly mention this Journal. 
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THE 
LATEST AND MOST VALUABLE 


ANNUAL BOND TABLES 


Yet published are those compiled by Arthur S. Little. 


Their value lies in the fact that unlike the ordinary bond tables which only 
give the value of bonds paying interest half yearly, Mr. Little provides a table 
for those bonds on which interest is paid annually, at the rate of from 4 to 6%, 
yielding an income equivalent to 34 to 6% paid semt-annually. 


Read a few comments on these tables: 


“Since receiving the copy ordered by this bank of your Table of Values for bonds 
paying interest annually, I have been examining the work with special reference to the 
soundness of the principles underlying it. 

‘Tables in which the premiums and discounts represent annual bonds on an annual 
basis are of no use for comparison with other ‘bonds which are on a semi-annual basis, 
as the vast mz ajority are.” For example, an ordinary 6% bond, semi-annual interest, 30 
years to run, is offered at $146.20, that being a 34% basis according to all authorities. 
Suppose the investor were offered a similar bond, except that the coupons were annual, at 


the same price, it is evident that he would refuse and demand to have this bond put on * 


the same basis. It would be of no use to tell him that at 145.98 it would pay 33% 
annually; he would reply, that it is NOT the same basis; 34% annually is not the same 
as 34% semi-annually, but it is only about 3.47%. Your tables give the true value for 
comparing with the regular bond, 145.24, and if he paid that it would just equalize the 
income of the two issues. I verified this rate 145.24 by my extended bond tables, 
multiplying by the ‘annualizer’ as explained in Part 3 of the Accountancy of Investment, 
and make it, to 8 places, 145.243966, re corroborating your table. 

‘‘I therefore commend your conscientious work in giving ‘annual and semi-annual’ 
values instead of ‘annual-annual’ though the latter would have been many times easier to 
compute. In all my writings I have stood on the same platform, insisting that quarterly, 
annual or any abnormal styles of bonds should be standardized to the semi-annual scale, 


or as you aptly put it, ‘to sea-level.’ 
“CHARLES E. SPRAGUE, 


“President Union Dime Savings Institution, New York City. 


“Author of THE ACCOUNTANCY OF INVESTMENT, EXTENDED Bonpb TABLES, etc.’ ' 


‘“We enclose herewith St. Louis Check $5.50 for which please send us two of your 
books for bond values. We trust that these books will meet with the sale they deserve.” 


WM. R. COMPTON BOND & MORTGAGE CO., 
Macon, Mo. 


‘‘ From the description which accompanies it I conclude that it has good value at the 
purchase price of $2,75 and therefore enclose herewith the check of the Compdny for that 
amount.” 


NATIONAL LIFE INSURANCE CO., 
Montpelier. 


Can you afford to be without a copy of Arthur S. Little’s ‘Annual 
Bond Tables’’? The price is $2.75, postage included 


We will send these tables on approval upon receipt of price 


The Accountancy Publishing Company 


32 Waverly Place r New York City 


a 


li 


When writing to advertisers, kindly mention this Journal. 


= 
t 
a 
| 
se 
S 
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CLASSIFIED ADVERTISEMENTS. 
NOTE. 


A special section for the man seeking an opportunity 
to better himself or the man desiring ¢ apable assist- 
ants--and for the advertiser whose appropriation is ‘ 
, limited. Rates 15e a line. $2.60 an inch. Owing to the demand for the first two 
Tue JOURNAL OF ACCOUNTANCY, 

32 Waverly Place, New York City. bound volumes of The Journal of Accountancy, 
we cannot fill orders as promptly as we 
should like. 

STATIONERS, ETC. Orders will be accepted and filled according 
50 fine bristol cards (name and address neatly printed) to date received. 
for 10c. silver and 2c. stamp. The Keyes 
uford, Conn. 
The Accountancy Pub. Co. 
32 Waverly Place : New York 


Specially ruled ANALYSIS paper for certified public account- 
ants carried in stock. 
eli and Prices on Application. 


Also blanks and account books of every description printed to order. 


THE HENRY 0. SHEPARD COMPANY, Po YOU WANT 


120-130 Sherman Street, Chicago, Ill. 
To have your copies of The Journal . 

WHITFIELD’S CARBON PAPERS | | of Accountancy bound? 

will make perfect copies and that settles We will index and bind them in 

it. No smudge, no-blur. Five samples : 

sheet for typewriter, pen or pencil sent buckram at $1.00 a volume, Six 

free. 25 sheets, 8x 13, in perforated numbers to each volume. 

book form for soc. Charges prepaid 

everywhere. THE ACCOUNTANCY PUB. CO. 
Whitfield Carbon Paper Works 32 WAVBRLY PLACE, NEW YORK 


123 Liberty St., New York City 


AMORTIZATION ANNUITIES 
SINKING FUNDS INVESTMENT VALUES 


All these Financial Computations are thoroly explained by arithmetic 
in the volume by Charles E. Sprague, C. P. A., entitled: 


Text Book of the Accountancy of Investment 


PRICE, $4.00 
Three Parts bound in one volume 


Part I. The Accountancy of Investment, including a treatise on the doctrine of 
Compound Interest, Discount, Sinking Funds, Annuities and Valuation of Bonds, 
together with full details of the bookkeeping of Investment Securities on a large 
‘scale, with examples and forms. Price, separate, $2.00. 

Part II. Problems and Studies. A supplement to the above containing examples 
for practice with solutions, elaboration of a agista cases, short methods. Price, 
separate, $1.50. j 

Part II]. Tables of Compound Interest, Discount, Sinking Funds, Annuities, etc. i 
8 places of decimals; invaluable for reference. Price, separate, $1.00. 


Three parts in one, $4.00 Order by mail with remittance 


CHARLES E. SPRAGUE, - Broadway and 32d Street, New York, N. Y. |. | 
J 


When writing to advertisers, kindly mention this Journal. 
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At 8 P.M. on the Second and Fourth j 
Tuesdays of each month LEARN 
CERTIFIED 
Parlor D.R., Fifth Avenue Hotel. PU BLI C 
The New York Society of : Accou NTANT 
AND 
[ is a fortunate, office man who commands 
BOO K Kx BE E PE R S $2,000 a year. Auditors, Systematizers, 
Ac no more natural 
ability, secure from two to five tir that in- 
INCORPORATED 1900 come. Our course of mail Instruction, com: 
plete, compact, practical, prepared, and 
: taught | by practicing, CE RTIFIED PUBLIC 
to unite in a fraternal awe opt 
s e o ma 
spirit for mutual benefit, those en- specialist of any capable office men and pus 
gaged in ac counting, bookkeeping, him in the well paid class. Our text-books on 
and office work, and to promote among PRACTICAL 
its members the study of the science of LAW, «Iso BOOKKEEPING and BUSINESS 
accounts in all its branches and to PRACTICE are reinforced by constant in- 
encourage the interchange of ideas paar mages = each student, and there 
and experiences by the reading of ented rite ue for particulars. 
original papers, discussions, debates Edward M. Hyans,C. P. A., John Moull, C, P. A 
and lectures. Arthur Wolff, ©. P.A., Me yer B. Cushner, LL. B. 
Members N.Y. State Society er LL.B. 
Am. Ass'n of Public Accountants, Member New 
York Bar. 
Address: THE SECRETARY UNIVERSAL BUSINESS INST., Inc., Dept. L. 
P. O. Box 1021, New York City 


Practical Books for Accountants 


THE BEST OF THEIR KIND 
= PORATE ORGANIZATION Conyngton. A working manual telling in detail how to form a corporation, 


indicating the danger points, giving numerous and most valuable sug- 
gestions, and i i forms for charters, by-laws, etc. Intensely practical and the only satisfactory work on the 
subject. 352 pages, OXo in. 1905. Prepaid, buckram birding, $2.70. 


| CORPORATE MANAGEMENT,| Conyngton. Second Edition. The standard work on the management of 


——!' corporations. Tells what to do and when, and gives over 150 forms. 
Used by attorneys and corporation officials in every part of the United States. 352 pages. 6xg in. 1904. Prepaid, 
buckram, $2.70. 


|CONDIT 1IONAL SALES. 3 Having, A clear statement of the most approved metheds of protecting credit 
ales. Gives the law and forms for every state. New and practical. 370 pages. 


6x9 in. 1907. Prepaid, buckram, 00. 


° SIEIE Overland. A well-arranged, classified statement of the business 
| CLASSIFIED CORPORATION LAWS,| corporation laws of every state and territory of the United 
States. Convenient and valuable. 458 pages. 6xgin. 1907. Prepaid, buckram, $3.00. 


| NEW YORK CORPORATIONS.| Harrison. A complete handbook of New York business corporation law. 


j Contains procedure, statutes and forms. Invaluable to New York 
corporations. 431 pages. 6xo in. 1906. Prepaid, buckram, $3.50. 

2 ATIO .| Heath. A handbook of Maine business corporation law. Procedure, statutes 
| MAINE CORPOR NS, and forms. Clear, practical, and invaluable to corporations organized under 
the Maine Laws. 300 pages. 6xgin. 1907. Prepaid, buckram, $3.00., 


| PARTNERSHIP RELATIONS, Conyngton. A clear statement of the nature, formation, conduct ant 


dissolution of partnerships, with forms for agreements, notices, etc. 
handy and valuable work. 221 pages 6x9 in. 10905. Prepaid, buckram, $2.00. 


| FINANCING AN ENTE RPRISE.} Cooper. A practical work telling how to secure finance for an enterprise. 


Includes the investigation, protection and presentation of an enter- 
prise, with a full discussion of the problems of promotion. .The only book of its kind. 540 pages. 2 vols. 8vo. 
Second edition 1907. Buckram, prepaid, $4.00. 


Circulars of any of the above works on application. 


THE RONALD PRESS CO., Rooms 19-20, 229 Broadway, New York. 


When writing to advertisers, kindly mention this Journal. 
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The Journal of Accountancy 


CONTENTS FOR OCTOBER, 1907 


Professional Ethics PAGE 
By J. E. Sterrett,C.P. A. . 407 


The Philosophy of Accounts. Chapters XIX, XX 
By Charles Ezra Sprague, Ph. D.,C. P. A. . 432 


Some Problems in Corporation Accounting 
By Herbert Joseph Davenport, Ph. D. ‘ 451 


Principles of Budget Making 


By Frederick A. Cleveland, Ph. D. ‘ 459 
Editorial 

Is There an Accountant Type? 470 
The Symposium on Over Capitalization 
Book Department . . ... 
Death of a Great English Accountant . . . 
C. P. A. Question Department 
Time, Its Value ._. XVI 


THE JOURNAL oF AccouNTANCY is the organ of the professional accountants of the 
United States. In its articles and editorial columns it treats, from the accountant’s 
point of view, business problems and conditions. 

The editors will be glad to receive and to consider for publication articles from well- 
informed persons, and will welcome especially contributions from expert accountants. 4 
The manuscript of articles not available for publication will be returned on request. 

The publishers of THE JouRNAL or Accountancy are also prepared to supply any : 
book which is directly concerned with accountancy or with business methods. Requests 
for information regarding business literature of any kind addressed to the Inquiry ’ 
Department will receive prompt attention. : 


THE ACCOUNTANCY PUBLISHING CO., 32 Waverly Place, New York City 


When writing to advertisers, kindly mention this Journal. 
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New York University 


School of Commerce 


Accounts and Finance 


The accounting faculty for the coming year 
will include, among others, the following 
well-known practitioners: 


CHARLES E. SPRAGUE, Ph.D. C.P.A., Professor of Accountancy 


CLEVELAND F. BACON, A.B., LL.B., 
Professor of the Law of Commerce and Finance 


H. M. C. VEDDER, Ph.G., B.C.S., C.P.A., Professor of Practical Accounting 


WILLIAM H. DENNIS, B.C.S., C.P.A,, 
Professor of the Principles and Practice of Accounts 


SAMUEL D. PATTERSON, C.P.A,, Professor ot Practical Accounting — 


LEON BRUMMER, C.P.A., 
THOMAS B. DEAN, C.P.A., Professor of Auditing 


Professor of Practical Accounting 


if you are interested in accounting you will 
be interested in the new School Bulletin, 
containing announcements for 1907-8. 


For detailed information address W. H. 
Lough, Jr., Secretary, Washington Square 
East, New York City. 


JOSEPH FRENCH JOHNSON, Dean 


When writing to advertisers, kindly mention this Journal. 
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The American Association of Public Accountants. 
List of Officers, Trustees, Committees, and Members. 


OFFICERS. 
Vice-Presidents : 
California Society of Certified Public Accountants............. Alfred G. Platt, California. 
The Colorado Society of Public Accountants.................- Alexander E. Fowlie, Colorado. 
Georgia State Association of Public Accountants.............. A. J. Haltiwanger, Georgia. 
Illinois Society of Certified Public Accountants................ E. E. Gore, Illinois. 
Maryland Association of Certified Public Accountants.......... Charles L. Hehl, Maryland. 
Massachusetts, Incorporated Public Accountants of............ Thos. S. Spurr, Massachusetts. 
Michigan Association of Certified Public Accountants.......... Durand W. Springer, Michigan. 
Minnesota Society of Public Accountants................++0005 H. M. Temple, Minnesota. 
Missouri Society of Public Accountants..............00eeeeee H. T. Westermann, Missouri. 
New Jersey, Society of Certified Public anouiause of the 
New York State Society of Certified Public Accountants....... Thos. P. Ryan, New York. 
The Ohio State Society of Public Accountants................ J. S. M. Goodloe, Ohio. 
Pennsylvania Institute of Certified Public Accountants......... Adam A. Ross, Jr., Pennsylvania. 
Tennessee Society of Public Accountants...................00 Edward S. Elliott, Tennessee. 
Washington Society of Certified Public Accountants........... E. G. Shorrock, Washington. 
TRUSTEES. 
AUDITORS. 
COMMITTEES. 
EXEcuTIvE: Meetincs, Lecrures, Lrsrarny, AND BULLETINS: 
Elijah Watt Sells............... New York Franklin Allen .............s0s. New York 
T. Cullen Roberts, Secretary.....New Jersey set Massachusetts 
New York A. = — Colorado 
ELections, QUALIFICATIONS AND EXAMINATIONS: California 
New York HTW - 
JourRNAL: LEGISLATION : 
Pennsylvania 
ANNUAL MEETING, 1907 
Minnesota 
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SPECIAL COMMITTEES. 


INSURANCE: ny CoMMISSION : 
R. H. Montgomery ............ Pennsylvania S. M. Goodloe hio 
A. Lowes Dickinson ................ Illinois J. R. Loomis .......cececsececees New York 
/onant Jew or REVIEW OF APPROPRIATIONS—BUDGET: 

L. O. Fisher New York New York 

STANDARD SCHEDULES FOR UNIFORM REPORTS ON New Jersey 

MunIcipAL INDUSTRIES AND Pusiic SERVICE Prorzssionat Ernics: 

CorPORATIONS : Illinois 

Lowes Dickinson inois 

New York W. Senders N om York 

R. H. Montgomery ........... Missouri 

UnirorM TarirF RATES: CONCILIATION : 
Massachusetts J. S. M, Goodloe Ohio 
Pennsylvania A, R. Smart Illinois 

EDUCATION : 

DEPARTMENT METHODS OF THE GOVERNMENT: New York 

New York W. Sanders Davies .............. New York 

A. Lowes Dickinson .......cccccccee Illinois Durand W. Spfinger.............. Michigan 

New York Joseph French Johnson.......... New York 


MEMBERS OF COMMITTEES, 1906-1907. 


New York...... Chairman, Meetings, Lectures, Libraries, and Bulle- 
tins. 
Member, Executive. 
Chairman, Review of Appropriation—Budget. 


New York...... Member, Journal. 
; Chairman, Elections, Qualifications and Examina- 
tions. 
Massachusetts...... Member, Meetings, Lectures, Libraries, and Bulle- 
tins. 
Chairman, Standard Schedules for Uniform Re- 
ports, etc. 
Uniform Tariff Rates. 
New York...... Member, Elections, Qualifications and Examina- 
tions. 
Insurance. 
. Standard Schedules for Uniform Re- 
ports, etc. 
New York...... Uniform Tariff Rates. 
Education. 
Legislation. 
Illinois...... Chairman, Legislation. 
Professional Ethics. 
New York...... Member, Interstate Commerce Commission. 
Davies, W. Sanders............ New York...... Member, Press and Publicity. 
Education. 
Dickinson, A. Lowes..............- Iilinois...... “ By-Laws. 
% Insurance. 
Standard Schedules for Uniform Re 
ports, etc. 


Department Methods. 
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New Jersey...... 
Illinois...... 
Minnesota...... 
Illinois 

Johnson, Joseph French New York...... 
Pennsylvania...... 
Mac Innes, Duncan............ New York...... 
Mitchell, S. Roger............. New York...... 
Montgomery, R. H.......... Pennsylvania...... 
T. New Jersey.... 
Ryan, Thomas P......... .....New York...... 
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Member, Executive. 
Review of Appropriations—Budget. 


- Meetings, Lectures, Libraries, and Bulle- 


tins, 
Insurance. 


Meetings, Lectures, Libraries, and Bulle- 
tins, 


Meetings, Lectures, Libraries, and Bulle- 


tins, 
Chairman, Interstate Commerce Commission. 
Conciliation. 


™ Press and Publicity. 


Member, Meetings, Lectures, Libraries, and Bulle- 
tins, 


Annual Meeting, 1907. 


. Meetings; Lectures, Libraries, and Bulle- 
tins, 

. Elections, Qualifications, and Examina- 
tions. 

Insurance, 


.»-Member, Annual Meeting, 1907. 


Member, Executive. 


Chairman, Journal. 
Member, Department Methods. 

Interstate Commerce Commission. 
Education. 


“ 


Member, Professional Ethics. 


By-Laws. 
a Standard Schedules for Uniform Re- 
ports, etc. 


Press and Publicity. 


‘Standard Schedules for Uniform Re 
ports, etc. 


Chairman, Insurance. 
Member, Standard Schedules for Uniform Re- 
ports, Etc. 


Chairman, Department Methods. 
Member, Legislation. - 


Meetings, Lectures, pee and Bulle- 
tins. 


Member, Meetings, Lectures, Libraries, and Bulle- 
tins and Conciliation. 


Executive. 
Review of Appropriations—Budget. 


‘ Meetings, Lectures, Libraries, and Bulle- 
tins. 


Executive. 
Chairman, By-Laws. 
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New York...... Chairman, Executive. 
Member, Ex-officio all Committees. 
Washington...... Meetings, Lectures, Libraries, and Bulle- 
tins. 
cans Michigan...... Meetings, Lectures, Libraries, and Bulle- 
tins. ; 
Education. 
ss Uniform Tariff Rates. 
New Jersey...... Meetings, Lectures, Libraries, and Bulle- 
tins. 
Suffern, Edward L............ New York...... “ Professional Ethics. 
Minnesota...... Chairman, Annual Meeting, 1907. 
. Member, Meetings, Lectures, Libraries, and Bulle- 
tins. 
te Ee Missouri...... Meetings, Lectures, Libraries, and Bulle- 
tins. 
me Mor , 
Some More Manufacturers’ Appraisal 


Owing to the heavy demand for the first 
two bound volumes of The Journal of 
Accountancy fijty additional volumes are 


being bound. 
Price $2.50 a volume. Orders will be 


filled in the order received. You must act 
now. 


THE ACCOUNTANCY PUB. CO. 
32 Waverly Place New York 


RACE YOUR FREIGHT 


Easy and Quick 


Write 
BARLOW BROS. 
Grand Rapids - Michigan 


For Booklet ‘‘9”’ 


Company 
WALTER W. POLLOCK, General Manager 


URNISHES expert valuations 
of Manufacturing Plants, 
which are useful in placing 

insurance, for proof of loss in the 
event of fire, and for establishing 
accurate book values. 

This Company strictly limits its 
work to the appraisal field. We 
are not accountants, but we work 
in harmony with accountants, 
and solicit their interest in our 
appraisal system. 


Manufacturers’ Appraisal 
Company 


NEW YORK 

50 Pine Street , 

CLEVELAND 
815 New England Bidg. 


CHICAGO 

303 Dearborn Street 
PHILADELPHIA 

424 Walnut Street 
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MECHANICAL OFFICE HELP 


Triumph in Adding -Writing 
Machine Construction 


A Single Machine Adding 


or other decimal monies in any desired width of column or amount. 
English Currency (Pounds, Shillings and Pence) £367-18-11-3 ° 


236-11 


Gallons, Quarts and Pints... ....529-3-1 
Hours and Minutes............. 1286-53 
Kilowatts and Decimal Parts..... 8293-9 
Feet and Inches and 
quantities in 1 to 23 
columns and Writing a 
line 24 INCHES long 
—100 of them without 
moving the document. 
We make other and 
smaller styles. Each for 
specific use in Elliott- 
Fisher Mechanical Book- 
keeping and Record Mak- 


For ing Systems 
Commercial Houses Manufacturing Establishments 
Financial Institutions Transportation Companies 


Government Offices 
(Particularly County Clerk’s Offices. ) 
Write for Catalog No. 216 and Sample Form applicable to Your Business. 


° ° BROADWA 
Elliott-Fisher Co. the 


When writing to advertisers, kindly mention The Department of Mechanical Office Help. 
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XIV MECHANICAL OFFICE HELP 


ACCOUNTANTS 


will find the Certified Public Accountants’ Directory in TRUST COMPANIES 
Magazine of practical value in extending their relations with banks, trust com- 
panies and corporations. 


TRUST COMPANIES 


and Banks are beginning to appreciate the value of independent audits by 
Certified Public Accountants: In New York State the law requires inde- 
pendent examinations. In other States the practice of employing Certified 
Accountants to make periodical examinations is becoming general. 


A neat little display card in TRUST COMPANIES Magazine, or repre- 
sentation in its ACCOUNTANTS’ DIRECTORY, will bring remunerative 
results. 


ADDRESS 


Trust Companies Publishing Association 
15=WILLIAM STREET NEW YORK CITY 


Trust 


In Press Clippings and you will always be up to date 
and far ahead of your competitors who do 
mot use a press clipping service 


The “Ticker’’ that reveals at his desk every movement of the stock exchange is a 
business factor not more important to the Banker, Bond Dealer and every financial insti- 
tution than Romeike Clippings delivered before the opening of the market, through our 
own messenger service. You may have seen our boys in Wall street. You didn’t see 
them long in one place—they keep moving and can be depended upon. We begin work 
early in the day. At ten o’clock every morning, papers that reach New York before that 
hour are read and messengers are scurrying throughout the city, bearing to our patrons 
first information—in hand when the trading begins. If you are interested in Western 
properties not exploited in the papers of the East—we get and read the Western papers 
long before you could. Whether it is Stocks, Mining, Investments, Railroads, Shipping, 
or other industries that concern you, we bring promptly to your attention every important 
published item on that particular subject. The biggest and best houses are our patrons. 

Romeike Clippings have spelled SUCCESS for many a house. 


Write to us for particulars. 
H. ROMEIKE, Inc. 
110-112 West 26th Street, New York City 
Branches in LONDON, PARIS, BERLIN, VIENNA, ROME, MELBOURNE 


When writing to advertisers, kindly mention The Department of Mechanical Office Help. 
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THE JOURNAL OF ACCOUNTANCY 


YOU 
ADVERTISE 


in 
The Highest Grade and 
Highest Priced 
Business Magazine? 


| That is owned and supported by the Public 
Accountants of the United States, men noted for 
their ability to apply scientific and economical 
methods to business. 


§ That is not filled with fiction, but with authoritative 
contributions from men who know. 

§ That is read by those business men who believe in 
increasing profits through scientific business 
methods. 

§ If it pays such men to read THE JOURNAL 
OF ACCOUNTANCY, will it not pay you to adver- 
tise therein? 


ADVERTISING DEPARTMENT 


The Journal of Accountancy 


32 WAVERLY PLACE 
NEW YORK CITY 


When writing to advertisers, kindly mention this Journal. 
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XVI 


MECHANICAL OFFICE HELP 


Mechanical Help Department 


Time, Its Value. 


Business men recognize the fact that a material increase in 
their profits is dependent not only upon augmented sales but 
principally upon the proper utilization of time. In other words 
save time in your business and you decrease expense and increase 
profits. 

Every reader of THE JouRNAL oF AccouNTANCY, be he an 
accountant, head of a business, executive officer of a corporation, 
shop or office manager, knows that to reduce expense and obtain 
the maximum amount of work from his assistants he must assign 
to them that work for which they have had special training. 

Granted that you have been successful in assigning to your 
employees the tasks for which they are eminently fitted, you must, 
in order to save time and increase their efficiency to the highest 
point possible, *provide them with mechanical helps specially 
designed for that particular line of work. The mechanical helps 
should be chosen very carefully, for upon their proper selection 
and adaptability to the work involved, depends the efficiency with 
which your employees can do their work. 

The requisites of all mechanical helps or devices are accuracy, 
elimination of errors, saving in time, labor and money, and 
increased quantity of work turned out. In exactly the same pro- 
portions which mechanical helps combine the qualities enumerated, 
so will they show results in decreased expense and increased 
profits. A few of these mechanical devices are the typewriter, also 
a typewriter and adding machine combined; calculating, reckon- 
ing, adding and addressing machines; duplicators; loose leaf 
devices; and many other mechanical office aids. There is not a 
business man on the face of the earth who cannot advantageously — 
use some of these modern mechanical helps. 


(Continued on page XVIII) 


When writing to advertisers, kindly mention The Department of Mechanical Office Help. 
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THE JOURNAL OF ACCOUNTANCY XVII 


William Travers Jerome 


has written an article on the new ‘‘ Employers’ Liability ”’ 


legislation now impending, for the November number of 


THE BUSINESS WORLD 


Other splendid features in the forthcoming number include 


“The Development of the 
Automobile Industry in the U. S.” 


“Personality in Salesmanship ” 


By the sales manager of a well known manufacturing concern. 


_ It will pay you to read every month the departments headed 
‘Questions and Answers for Public Accountants,’’ and ‘‘ Business 
Helps,’’ a department in which your own queries and difficulties 
are answered and explained. 


The Subscription price of THE BUSINESS WORLD 
is only $1.00 a year or 10 cents acopy. Subscribe now. 


THE BUSINESS WORLD 


110 West 34th Street New York 


When writing to advertisers, kindly mention this Journal. 
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XVIII MECHANICAL OFFICE HELP 


(Continued from page XVI) 


Every business man owes it to himself, his business and his 
pocketbook, and the accountant owes it to his client to be 
thoroughly posted on the money makability, time and labor sava- 
bility of these modern devices. 

In fact, the one factor vitally necessary to modern business, is 
to conduct that business in the most scientific method possible, 
and this can be accomplished only by using mechanical helps 
wherever possible. A business conducted on scientific principles 
is bound to yield the maximum amount of profit. 

You want all the information possible on office appliances, but 

find that it is not always easy for you to personally investigate 
the various devices advertised. You can keep thoroughly posted 
as to the best office appliances through the pages of the Mechan- 
ical Help Department of this Jotirnal. 
° In the May number we commenced a series of articles on 
office devices. It had been our intention to discontinue this series 
with the present number, but owing to the interest taken in this 
department we have decided to continue these articles. 

In the November number a new series of articles on Mechan- ) 
ical Office Helps will be started. These talks will describe and 
point out the weak and strong features of the various appliances 
which will save you time and money. 


What would it be worth to you, Mr. Business Man. 
to have your trial balance the first day of every month 
with absolute accuracy? Figure it out. if you can, in 
dollars and cents, and then tell us frankly if you would 
not gladly pay 


$200 FOR THE 1907 MODEL | | 
Comptometer 


a machine that cannot make errors in addition, subtrac- 
tion, multiplication or division, and that will save one- 
half to two-thirds the time required for such work. 

All we ask is the opportunity to prove to you by 
actual test the usefulness and economy of the Compto- 
meter in your business. 

Write for pamphlet and special trial offer. 

Comptometer sent, express paid, on trial to responsible 
parties in the United States or Canada. 


FELT & TARRANT MANUFACTURING CO., 869 N. Paulina, St., CHICAGO, ILL. 


When writing to advertisers, kindly mention The Department of Mechanical Office Help. 
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THE JOURNAL OF ACCOUNTANCY XIX 


ADDRESSING FOLDING SEALING MAILING 


TecerPHone 298 WoartH 


erfect Letter Company 


PRODUCERS OF TYPEWRITTEN 
LETTERS IN ANY QUANTITY 


310 Broadway - - - New York 


Mr. Accountant: 
Dear Sir: 

Assuming that you are interested in advertising 
directly with your customers and that you do something in 
the way of fac-simile letters, and principally that you are 
looking for the best possible grade of work, we would 
like the opportunity of demonstrating to you our ability 
to supply you with such material. . 

A personal letter is considered and read, but the 
circular letter is treated as all other cheap and poor 
advertising. Our experience has demonstrated that a 
personal letter such as we produce brings from 40 to 50% 
better results than the so-called imitation typewritten 
letters and we trust that we may have an opportunity 
: of proving that we can satisfy you by giving you greater 
value for your expenditure on "Letters in Quantity" 
when ordering from us. 

Yours very truly, 
PERFECT LETTER COMPANY, 
Advertising Dept. 


When writing to advertisers, kindly mention this Journal. 
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XX MECHANICAL OFFICE HELP. 


E cannnot emphasize too strongly the necessity for the 
installation of the best mechanical helps in any busi- 
ness. We shall be pleased to help you in selecting the mechani- 
cal helps and devices that will best meet your particular 
requirements, or to aid you with suggestions that will enable 
you to make your present devices more useful. 
If you want information on any mechanical helps or 
devices writeto us. We will gladly answer your queries and 
our reply will be prompt. 


This service is free to you. 


Mechanical Help Department 
THE JOURNAL OF ACCOUNTANCY 


32 WAVERLY PLACE New YorK 


NO DELAY 


We will fill orders immediately for the third volume (November., 1906- 


May, 1907) off 


The Journal of Accountancy. 


These volumes are bound in buckram and indexed and the price is 


$2.50 a copy. 


We only have 20 copies on hand so you must not put off sending in your 


order for you are liable to be too late. 


THE ACCOUNTANCY PUBLISHING CO., 
[32 Waverly Place, New York 


When writing to advertisers, kindly mention The Department of Mechanical Office Help. 


THE JOURNAL OF ACCOUNTANCY 


WHAT YOU SAY 


to getting ABSOLUTELY FREE a copy of DICKSEE’S AUDIT- 
ING or any other business book and also a year’s subscription to 


THE JOURNAL OF ACCOUNTANCY ? 


Dicksee’s Auditing 

It is a book every bit as valuable 
to the business man and his book- 
keeper as to the expert accountant. 
It is the authoritative work on auditing. 

The authér does not theorize nor 
dilly-dally on the outskirts of this most 
interesting and fascinating profession 
but plunges straight through to the 
core of his subject. He presents facts 
with such illuminating clearness and 
conciseness that the reader can by care- 
ful study become an expert auditor. 


A few facts about 


The Journal of Accountancy 


Of all business magazines it is the 
highest priced, most progressive and 
vet conservative. It advocates the 
fundamental scientific principles of 
business. An understanding of these 
principles is essential to success. 

It appeals particularly to the execu- 
tive officers of business enterprises ; 
factory and general managers; bankers 
and brokers ; corporation and Public 
Accountants,— in fact, to any one 
wanting ac.s, not fiction. 


If you careto increase your money making ability, you will 


write at once so that we can,tell you how to get 


Dicksee’s Auditing, price . . 
or any other business book 


$5.00 


The Journal of Accountancy for one year 3.00 


ABSOLUTELY FREE 


$8.00 


The Accountancy Publishing Company 


32 Waverly Place, New York 
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THE JOURNAL OF ACCOUNTANCY 


Printers 
of 
Pamphlets and Books 


on Accountancy 


Technical Subjects 
"Manufacturers of SPECIALLY RULED BLANKS 
and BOOKS FOR CERTIFIED ACCOUNT- 
ANTS who appreciate PROMPT DELIVERY 


409-415 Pearl Street, New York 


Printers of 
®"THE JOURNAL OF ACCOUNTANCY 


When writing to advertisers, kindly mention this Journal. 


KELLOGG 


THE JOURNAL OF ACCOUNTANCY 


Why Dont You Let 


ROPP’S NEW COMMERCIAL CALCULATOR 
RELIEVE YOU OF A GREAT DEAL OF FIGURING? 


FACT IS 


It explains and illustrates every rule of Arithmetical Short 
Cuts, clearly and concisely. The application of these funda- 
mental principles to your work, will save you time, money, and 
labor. 

THE COMMERCIAL TABLES give the exact interest 
on any sum, at any rate and time; correct wages according to 
hourly, daily, weekly, or monthly rates; the cost price of hay, 
grain, cotton, wool, hides, coal, lumber, produce, merchandise, 
etc., no matter what the market price or whether the quantity 
be large or small; measurements of various kinds. Amongst 
other features is included a perpetual calendar good for three 
centuries. 

One dollar ($1.00) is all you pay for Ropp’s New 
Commercial Calculator and you take your choice of either the 
leather covered pocket size or the cloth covered, large type 
office edition, size 5} x 9}. 


The 


Accountancy Publishing Company 


32 Waverly Place New York 


When writing to advertisers, kindly mention this Journal. 
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Your Course Accountancy 


Will be marvelously assisted and many knotty questions made 
clear by a study of that Monumental work, 


Rahill’s | 
Corporation Accounting 


and Corporation Law 
The Standard American Authority 


No man connected with Corporations, or who 
expects to be, can keep house without it. Its 
extraordinary scope and completeness, and its 
matchless value to men in actual business life recom- 
mends it to the Ambitious Bookkeeper and the 
Accountancy Student as the One Book. It stands 
to-day the most prized work on commercial sub- 
jects ever written. It is new, — up-to-date — and 
crowded from cover to cover with just the informa- 
tion needed by business men everywhere. 


T treats of business sub jects from the standpoint 

of to-day, including the new financial devices, 

: Corporation Mergers and Holding Companies, 
and a score of other, things NOT EVEN TOUCHED UPON BEFORE. Its wealth of 


detailed information on every possible phase of Corporation Accounting and Corporation Law 
gives it a value beyond price to every man who would make the most of his opportunities. 


By J.J. RAHILL, C.P.A. 
Fellow of the American Association of Public Accountants of New York. 


It is of equal or greater value to the Bookkeeper because it tells you what you want to 
know — tells you in detail how-to open and clcse corpcration bocks— with forms and reasons 
for everything. The extreme simplicity with which every proposition is handled gives any 
one with a knowledge of bookkeeping a clear conception of Fis subject — enabling him to 
quickly fit himself for the highest and best paid positions*in the corporation world. 


QUESTIONS AND ANSWERS USED IN C. P. A. EXAMINATIONS 
are dealt with in detail in this book — giving you a clear idea of what you will be called upon 
to demonstrate when your turn for examination comes. 


All in all Mr. Rahill has written a book which you cannot do without—for there is 
nothing to take its place. 


Sold on A pproval Send the price ($4.00 prepaid in U. S. and Canada, 


$4.25 prepaid abroad) and if not entirely satisfactory 
return it and your money will be refunded with return charges— don’t watt to write for 
further particulars, order the book to-day and judge for yourself. Latest edition contains 
450 pages, well bound, a permancnt book. 


Our booklet tells more—it is yours for the asking. 
Continental Audit Co., 1 Madison Ave., New York 


The ACCOUNTANCY PUBLISHING COMPANY carry a complete line of Business Literature 
covering the field of accounting, finance, commerce, and commercial law. We should prefer that 
orders be sent direct to 


Accountancy Publishing Company 
32 Waverly Place, New York City. 


When writing to advertisers, kindly mention this Journal. 


THE JOURNAL OF ACCOUNTANCY 


A Pointer! 


Take Advantage Of This Special Half-Price Offer 


To introduce our Karbon-Keeper we will mail you (postpaid anywhere) 
THIS SPECIAL $2.00 OFFER The Karbon-Keeper is a handsome, durable, chemically 
1 CARBON KEEPER desk portfolio, 9 inches wide x 14 inches high (elosed), silk thes 
100 SHEETS VACUO-STATIC paper 400%. 
S. is th stron non-smut, ae pe carbon paper on 
CARBON PAPER earth; made a producing marvelous 
results. Sizes: 84 x 11 and 8 x 13. Solars B lue, Purple. 
We are offering you the above at the special price of $2.00, postpaid, to get fg May apdomeseis, Don’t 
wait. Now isthetime. Send us your order ree 


THE SMITHFIELD COMPANY, B936, Providence, R. I. 


We will pay 50 cents for every copy. of the 
February, 1906, and 35 cents for every copy of the 
May, 1907, number of Tae JouRNAL oF ACCOUNTANCY 
returned to us within 30 days. 


The 


Accountancy Publishing Company 
32 Waverly Place, New York 
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THE JOURNAL OF ACCOUNTANCY 


Business Proposition 
Pure and Simple 


Because AMERICAN INpustTRIEs 1s the Business 
Man’s Magazine and the official organ of the 
National. Association of Manufacturers. 


It has a 20,000 circulation, semi-monthly, and ~ 
every paper goes to a Business Man. | 


If you wish to reach this class of people you 
can do it with Less Cost and More Effectively 
through American INpustries than by any other 
paper. 

Write for Advertising Rates and copy of 
paper. 


AMERICAN INDUSTRIES | 
811 Maiden Lane Bvilding NEW YORK CITY 
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